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WEDNESDAY, JUNE 22, 1955 


Unitep States SENATE, 
SUBCOMMITTEE ON RarLRoap RETIREMENT OF THE 
CoMMITTEE ON LABOR AND Pusiic WELFARE, 
Washington, D. C. 

The subcommittee met at 10 a. m., pursuant to notice, in room 
P-63 of the Capitol, Senator Herbert H. Lehman presiding. 

Present: Senators Lehman and Allott. 

Present also: Stewart E. McClure, staff director of the committee; 
Roy E. James, minority staff director; John S. Forsythe, counsel to 
the committee; Frank V. Cantwell and Michael J. Bernstein, profes- 
sional staff members; and Grover C. Smith, chief clerk. 

Senator LeHMAN. The subcommittee will come to order. 

I might state at the outset of this hearing that Senator Kennedy 
is the chairman of this subcommittee. However, his office has asked 
me to say that Senator Kennedy has been delayed but will probably 
be present here later in the morning. In the meantime I shall conduct 
this hearing and I want to say that if we are not completed, as I hope 
we will be, by noon, I shall have to recess or adjourn this hearing 
because we have a very important session in the Senate. I must be 
present at the opening of the session of the Senate. 

The Subcommittee on Railroad Retirement of the Committee on 
Labor and Public Welfare has convened this morning for the purpose 
of hearing testimony on amendments to the Railroad Retirement Act 
of 1937, as amended, and the Railroad Unemployment Insurance Act. 
There have been referred to the subcommittee 4 bills amending 1 or 
both of these acts, S. 1251, introduced by Senator Capehart; S. 1589 
sponsored by Senator Hill and 28 other Senators, including Senator 
Murray, Senator Kennedy and myself, members of this subcommittee; 
and S. 2058, and S. 2059, both introduced by Senator Eastland. 

A statement on S. 1589 by the chief sponsor of the bill, Senator Hill, 
will be made a part of the record of this hearing. 

(The statement by Senator Hill follows:) 


STATEMENT OF SENATOR Hitt WitH Respect To §. 1589 


It gives me great pleasure to have had the privilege of introducing the bill 8, 
1589 on behalf of myself and some 29 of my colleagues of both parties. This 
broad and diverse sponsorship reflects the fact that the bill embodies the recom- 
mendation of and has the united support of all the standard railway labor organi- 
zations. These organizations include the 19 represented through the Railway 
Labor Executives’ Association and also the Brotherhood of Locomotive Engineers, 
The Order of Railway Conductors and Brakemen, and the Brotherhood of Rail- 
road Trainmen. These organizations together represent practically all the railroad 
employees in the country. They speak for the several million people comprising 
the railroad workers, active and retired, and their families who are the beneficiaries 
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of the railroad retirement and railroad unemployment insurance systems. When 
they speak with a united voice, as they do in this instance, it has always been the 
sound and proper policy of Congress to give the greatest weight to their recom- 
mendations. 

The retirement and unemployment insurance systems affected by this bill 
belong essentially to the people who are represented by these organizations. 
They are deeply interested not only in the equitable distribution of benefits but 
in the preservation of these systems on a sound and permanent basis. 

Almost 90,000 people will benefit directly from month to month by the provi- 
sions of this bill. 

Some 82,000 spouses of living retired railroad veeains ‘rs and some 6,500 survivors 
of deceased railroad workers, mostly aged widows, will receive more adequate 
benefits every month through the enactment of this bill. The additional amount 
each will receive will not be large and the amount will varv as between individuals, 
but we can feel assured that nearly 90,000 people will be able to live at least a 
little better when this bill is enacted. 

In addition to the provisions of the bill affecting the amount of benefits paid, 
the bill contains two sections designed to guarantee the continued selection of 
administrative personnel on a basis calculated to secure the highest caliber of 
administration. The millions of people whose security is bound up with the 
effective administration of the railroad retirement and railroad unemployment 
insurance systems are entitled to expect that the Congress will take every step 
in its power to assure them of the most capable and most efficient administration 
that it is within our power to provide. 


Senater Lenman. I have here a letter from Senator Capehart 
stating that in order to expedite this important legislation he is 
giving his endorsement to S. 1589, which seeks to accomplish the 
same purpose as his bill, S. 1251. I will make Senator Capehart’s 
letter a part of the record at this point. 

(The letter referred to follows:) 


‘ UNITED States SENATE, 
COMMITTEE ON ForREIGN RELATIONS, 
June 15, 1955. 
Hon. Jonn F. KENNEDY, 
Senate Office Building, 
Washington, D. C. 

Dear Joun: As you know, I have pending before your subcommittee, S. 1251, 
to amend the Railroad Retirement Act to bring the law into line with the repeal 
of the dual-benefits provision as it affects the widows of retired railroad employees. 

The railroad brotherhoods inform me that 8. 1589, intihorineod . by Senator 
Hill and 30 cosponsors, accomplishes the same purpose as my bill, 1251. As 
a means of expediting this important legislation, therefore, I Rok give my 
endorsement to 8, 1589 since I did not originally have an opportunity to become 
a COSponsor. 

The important thing is to get the bill expedited and I am taking this oppor- 
tunity to act with that purpose in mind. 

Regards. 

Sincerely, 
Homer E, CAPEHART. 

Senator LEHMAN. Senator Eastland has written Senator Hill, 
chairman of the Committee on Labor and Public Welfare, stating 
that he is withdrawing Support from his own bill, S. 2059, which 
contains the same provisions as S. 1589, and requesting that his name 
be added as a cosponsor of S. 1589. At this point, Iw ill make Senator 

2astland’s letter to Senator Hill, and enclosure, part of the record. 

(The letter and enclosure referred to follow:) 
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United Srates SENATE, 
CoMMITTER ON AGRICULTURE AND Forestry, 
June 16, 1956. 
Hon. Lister Hu111, 
Chairman, Committee on Labor and Public Welfare, 
United States Senate, Washington, D. C. 


Dear Senator: I enclose herewith copy of letter I have just written to W. D. 
Johnson, vice president of the Order of Railway Conductors and Brakemen, at 
his suggestion withdrawing my support from my own bill, 8. 2059, which contains 
the same provisions as your bill, S. 1589. 

I will be glad to do anything I can to help with the passage of 8. 1589, intro- 
duced by you and others. If it is not too late, I would like to have my name placed 
on your bill as a cosponsor. 

With personal regards, I am 

Sincerely, 
James O. EASTLAND. 


JuNE 16, 1955. 
Hon. W. D. JouNson, 
Vice President, Order of Railway Conductors and Brakemen, 
Washington, D. C. 

Dear Mr. JoHNson: Your letter of June'13 has been received, and I deeply 
appreciate it. 

I am advising Senator Hill, author of S. 1589, to add my name to tha list of 
sponsors of this legislation. This will obviate the necessity of holding hearings 
on my bill and I will be very glad to aid and assist in any hearings on the Hill 
bill. I will notify Senator Hill to this effect today. 

With personal regards and best wishes, I am 

Sincerely yours, 
James QO, EasrbLanpb. 


Senator LeHMaNn. Senator Eastland has also communicated to me 
through the staff of the committee the fact that he is not requesting 
a hearing on his other bill, S. 2058, at this time. 

In view of these requests by Senators Capehart and Eastland, the 
subcommittee will receive from witnesses this morning testimony di- 
rected to 5S. 1589, which will be made a part of the record at this 
point. 

(The bill S. 1589 is as follows:) 


[S. 1589, 84th Cong., Ist sess.] 


A BILL To amend the Railroad Refirement Act of 1937, as amended, and the Railroad Unemployment 
Insurance Act 


Be it enacted by the Senate and House of Representatives of the United States of 
America in Congress assembled, That, effective with respect to annuities accruing 
in months following the month of enactment hereof, section 2 (e) of the Railroad 
Retirement Act of 1937, as amended, is amended by striking out ‘“‘than $40” 
and inserting in lieu thereof the following: “, with respect to any month, than 
an amount equal to the maximum amount which could be paid to anyone, with 
respect to such month, as a wife’s insurance benefit under section 202 (b) of the 
Social Security Act as amended from time to time” 

Sec. 2. Effective with respect to annuities accruing in months following the 
month of enactment hereof, section 5 (g) (2) of the Railroad Retirement Act of 
1937, as amended, is amended by striking out the second sentence thereof. 

Sec. 3. Effective as of January 1, 1955, section 5 (1) (9) of the Railroad Retire- 
ment Act of 1937, as amended, is amended by striking out the language between 
“(i)”? and ‘‘(B)”’ and inserting in lieu thereof the following: ‘if such compensa- 
tion for any calendar year before 1955 is less than $3,600 or for any calendar year 
after 1954 is less than $4,200 and the average monthly remuneration compute 
on compensation alone is less than $350 and the employee has earned in such 
calendar year ‘wages’ as defined in paragraph (6) hereof, such wages, in an amount 
not to exceed the difference between the compensation for such year and $3,600 
for years before 1955 and $4,200 for years after 1954, by”’ 
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Src. 4. Effective as of the dates of their original enactment, section 12 of the 
Railroad Retirement Act of 1937, as amended, and section 2 (e) of the Railroad 
Unemployment Insurance Act, are each amended by striking out ‘‘No’”’ and in- 
serting in lieu thereof “Notwithstanding any other law of the United States, or 
of any State, Territory, or the District of Columbia, no’’. 

Sec. 5. Section 10 (b) (4) of the Railroad Retirement Act of 1937, as amended, 
is amended by inserting immediately after the first sentence thereof the following 
sentence: ‘‘All positions to which such individuals are appointed shall be in and 
ane the competitive civil service and shall not be removed or excepted there- 
rom.” 

Sec. 6. The second paragraph of section 12 (I) of the Railroad Unemployment 
Insurance Act is amended by inserting immediately before the first colon therein 
the following: ‘‘: Provided, That all positions to which such persons are appointed 


shall be in and under the competitive civil service and shall not be removed or 
excepted therefrom’’. 


Senator Lenman. We are pleased to have with us this morning as 
our first witness, the chairman and members of the Railroad Retire- 
ment Board, Mr. Raymond J. Kelly, Chairman, Mr. F. C. Squire, 


and Mr. Horace W. Harper. They are accompanied by members of 
the technical staff of the Board. 


It is my understanding that the Board members wish to rely on 
statements of their views on the report of the Railroad Retirement 
Board submitted to the subcommittee, and have no other prepared 
statement to deliver at this time. 


The report of the Railroad Retirement Board on S. 1589, together 


with the minority report of Mr. Horace W. Harper, will be included 
in the record at this point. 


(The information referred to follows:) 


UnitTep States oF AMERICA RAILROAD RETIREMENT BOarp, 
‘ Chicago 11, Ill., June 10, 1956. 
Hon. Lister HI, 


Chairman, Committee on Labor and Public Welfare, 
Senate Office Building, Washington 25, D. C. 


Dear Senator Hix: This is a report on 8. 1589, introduced in the Senate on 


March 30, 1955, and on which you requested this Board to report in your letter 
of April 2, 1955. 


Section 1. Increased maximum for spouse’s annuity 


Section 1 of the bill would increase the maximum spouse’s! annuity under the 
Railroad Retirement Act from the present $40 a month to the highest amount 
which could be paid to anyone as a wife’s insurance benefit under the provisions of 
the Social Security Act, as amended from time to time. In effect, this amend- 
ment would establish in lieu of the present $40 a new maximum of $51.80 a month 
for the remainder of 1955, and $54.30 beginning with January 1956. Further 
increases in the maximum would automatically take place if and when the Social 
Security Act is amended in the future to provide for higher benefits. 

Section 1 would immediately affect the following: 

1. An estimated 82,000 wives on the rolls now receiving the maximum of $40 
would become eligible for immediate increases. The Board estimates that the 
average increase for them would be about $10.50 a month during the remainder of 
1955 and that a further increase averaging between $1.50 to $2 a month would be 
given to them in January 1956. 

2. About 2,500 wives are now receiving less than $40 a month (or no annuity 
at all) solely because their old-age social security benefit reduces their wife’s 
annuity under the Railroad Retirement Act. However, when the maximum 
wife’s annuity is raised, these wives will become eligible for increases in their 
benefits payable under the Railroad Retirement Act. : 

3. A number of aged widows’ annuities awarded in the future will also be 
affected because of the guaranty in the Railroad Retirement Act that the wid- 
ow’s annuity shall be no less than the wife’s annuity the same individual was receiv- 
ing. With a higher maximum for the wife’s annuity, this guaranty would operate 

1 The term “‘spouse,”’ as defined in the Railroad Retirement Act, includes dependent husbands. Among 


the more than 100,000 spouse annuitants on the Board’s rolls, only about 25 are husbands. For this reason, 
the word ‘‘ wife’ or ‘‘wives’”’ is used in this report instead of ‘‘spouse’’ or ‘‘spouses.’”’ 
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in a larger number of cases. The Board estimates that about 1,500 new awards of 
widows’ annuities a year may be so affected. 

4. Currently, some 15,000 newly awarded wives’ annuities a year would be in- 
creased by the amendment. The average increase for them would be about the 
same as for wives’ annuities now on the rolls, that is, $10.50 a month during the 
remainder of 1955 with the further increase which would become effective in Jan- 
uary 1956. 

5. In a relatively small numbr of cases the increases in wives’ annuities will 
result in decreasing by the same amounts employee annuities which are computed 
under the social security minimum guaranty provisions. However, the combined 
total of the two annuities to the employee and his wife would in no case be decreased 
as a result of this amendment. 

Contrary to what has been alleged it is not inequitable for the 
benefit of a wife under the railroad retirement system to be less 
than under the social security system. 

The railraod retirement system had no provision at all for wives’ benefits 
from the time when the system was first established (in 1937) until November 
1951, and during most of that period there was no great demand for such benefits. 
Now the objection is that many wives get less than they would under social 
security. It should be noted, however, that late figures show the average wife’s 
benefit under the Railroad Retirement Act is $37.20, and under the Social Security 
Act only $31.70. These benefits were added, presumably, to fill the gap re- 
sulting from the general exclusion of railroad employment from social security 
coverage. This purpose is fulfilled so long as no less fovorable treatment than 
under social security is guaranteed on a family basis, and such a guaranty has 
already been provided. How the benefits are distributed in the family is a matter 
of the internal workings of the railroad retirement system; that is, the question 
of equity is not measured by the benefits to any particular individual but by 
the total to the individual’s family. Moreover, wives’ benefits are not provided 
at all by the civil service retirement system or the great proportion of pension 
plans. 

It should be considered, also, that when the wives’ benefits were added to the 
railroad retirement system by the 1951 amendments to the Railroad Retirement 
Act, the Congress limited the maximum wife’s benefit to $40 in order to effect 
savings to the railroad retirement fund so as to permit higher benefits to other 
groups. At the time those other benefits were provided, such savings, which the 
present amendments would discard, were counted on and are still required in 
order to keep the railroad retirement system anywhere near sound. Their 
elimination would merely mean further liberality to a special group at added 
expense to younger employees who will not retire for many years. The latter 
will not only fully pay their own way but along with employers will be required to 
contribute enough in taxes to make up this deficit during all of their years of 
railroad employment. 


Section 2. Elimination of the present restriction on survivor benefits because of 
simultaneous entitlement to social-security benefits 


Section 2 of the bill, by proposing to strike out the second sentence of section 5 
(g) (2) of the Railroad Retirement Act, would eliminate the present restriction on 
the amount of a survivor annuity payable under the act to a widow, widower, 
child, or parent of a railroad employee. At present, such annuity is reduced by 
the amount of any socia]-security benefit to which the annuitant is (or on applica- 
tion would be) entitled, but the bill would eliminate this reduction so that the 
annuitant would receive both the full survivor annuity under the Railroad Retire- 
ment Act and social-security benefit under the Social Security Act. This amend- 
ment would affect, in the main, widows who are age 65 and over who are (or on 
application would be) entitled to a primary old-age benefit under the Social 
Security Act. 

At present, there are some 5,500 widows and about 300 children and parents 
whose railroad retirement benefits are reduced because of the second sentence of 
section 5 (g) (2). For these individuals, the average increase in the survivor 
annuity would be about $20a month. In the future, the effect of the elimination 
of the restriction on dual benefits will be very much greater, because relatively 
more women are expected to have a social-security benefit in their own right. 
For this reason, the long-range cost of this amendment will be much greater than 
the immediate effect. 

It is not inequitable for the benefit of a widow under the railroad 
eae system to be reduced by the amount of her social security 
nefit. 


64430—55——-2 
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As in the case of the wives’ benefits, the purpose of providing such other 
auxiliary benefits as the widows’ benefits under the Railroad Retirement Act, 
was, presumably, to fill the gap resulting from the general exclusion of railroad 
employment from social security coverage; and as explained above this purpose is 
already fulfilled by the guaranty in the present Railroad Retirement Act against 
any loss in benefits from such exclusion, 

In this connection it may be noted that a year ago this Board was unanimcusly 
opposed to H. R. 356, when that bill, which became Public Law 398, was before 
the Senate committee to repeal the restriction on dual benefits to retired employees. 
The present restriction on dual benefits to widows, which section 2 of this bill 
would repeal, is more justifiable than was that on retired employees. 

Further, this restriction against dual benefits, which section 2 would eliminate, 
was enacted, among other reasons, as in the case of the maximum for wives’ 
benefits, for the purpose of effecting savings to the retirement fund to permit higher 
benefits to other groups, so that section 2, like section 1, would operate to eliminate 
savings needed to keep the railroad retirement system on as sound a basis as 
possible, and would merely result in further liberality to widows at the expense of 
the younger workers. 

It nav be noted also that the great proportion of pension plans do not provide 
for survivor benefits and, when they do, such benefits are limited and require in 
some cases a reduction in the employee’s pension. 

Some of the complaints as to its being inequitable not to pay dual benefits to 
widows are based on the feeling that ordinarily commercial insurance companies 
pay whatever benefits are specified in their policies regardless of how many other 
companies may have issued policies to the insured. Social insurance is an entirely 
different matter. Under commercial insurance, each age group or class has to pay 
in premiums enough to meet the cost of benefits that are eventually paid by the 
insurance company. Under railroad retirement and social security an average 
tax rate is applied to all age groups and classes, with the result that, even consider- 
ing both employer and employee taxes, nearly all beneficiaries so far awarded 
benefits—and that will be true for a number of years to come 


have by no means 
paid their way. 


ESTIMATED COST 


The Board’s estimate on the basis of the fifth actuarial valuation assumptions 
is that the additional cost resulting from the amendments specified in sections 1 
and 2 of the bill would come to about 0.47 percent of payroll, or $26 million a 
year on a level basis. 

Section 3 


Section 3 of the bill is merely a technical and clarifying amendment which would 
involve no additional costs and would not affect any benefits payable under the 
Railroad Retirement Act. Without it, the Board would interpret the present 
section 5 (1) (9) exactly in the same manner as is specified in the bill. 

Section 4 


Section 4 raises a question of Federal policy. Benefits payable under the Rail- 
road Retirement and Unemployment Insurance Acts are not subject to attach- 
ment except by the Internal Revenue Service under a provision of the Internal 
Revenue Code of 1954. This is true also of benefits payable under the Social 
Security Act, and of other payments due from the Federal Goverrment such as 
paychecks to Government emplovees. 

Benefits payable under the Railroad Retirement and Railroad Unemployment 
Insurance Acts were not at any time subject to attachment until the above- 
mentioned provision was included in the Internal Revenue Code of 1954. The 
bill under this section would abolish this new right of attachment by the Internal 
Revenue Service as to benefits payable under the two railroad systems. Obviously 
this is a question of Federal policy broader than the administration of the two acts 
under the jurisdiction of the Railroad Retirement Board. 

Incidentally, this section would also clarify in favor of beneficiaries under the 
railroad systems the question occasionally raised by some States that benefits 
payable under the two railroad systems are subject to State taxes. 


Sections 5 and 6 


Sections 5 and 6 are presumably intended to make inapplicable to this agency 
the President’s Executive Order No. 10440 dated March 31, 1953, that provided 
for schedule C positions and under which practically all Government agencies 
have acted. But sections 5 and 6 would apparently also preclude the continued 
use of schedule A excepted positions and would require that such positions be 
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tions, national reporting officers, special claims agents, and members of the 
actuarial advisory committee. 

There is one schedule C position in the Board organization, namely, the posi- 
tion of administrative (confidential) assistant to the Chairman. In order to per- 
mit the Chairman to obtain an assistant of his own choice, this position was 
placed in schedule C by the unanimous action of the Board on October 27, 1953, 
under the authority of Presidential Executive Order No. 10440, and this classifi- 
cation of this position in accordance with requirements was submitted to and 
received the approval of the Civil Service Commission. 

The effect of sections 5 and 6 on present incumbents in excepted positions now 
in schedules A and C who happen not to possess competitive status is not clear 
but the bill certainly would prevent any future Chairman or other member of 
the Board from free selection of an assistant, if his choice happened to be so 
one not possessing competitive status. 

It is understood that the Civil Service Commission is precluded by law from 
holding any examinations for attorney positions and, therefore, the Board would 
apparently not be able to fill any future attorney vacancy within the competitive 
service. Neither would the Board be able to fill the position outside of the com- 
petitive service by reason of sections 5 and 6 of this bill. 

National reporting officers are officials of national railway labor organizations 
who are nominally employees of the Board for the purpose of collecting and re- 
porting information on wages and services of labor organization employees. 
They receive no Government salary but are paid for their expenses when attend- 
ing training meetings, and also have the privilege of using the Government frank 
for Board business. Their positions are obviously not suitable to opening for 
competition under the competitive civil service. 

Special claims agents are appointed in isolated areas (particularly, Indian res- 
ervations) to take unemployment claims where railroad claims-taking facilities 
are unavailable. The appointments are of men engaged locally in other business 
and are made on the basis of literacy, reliability, and good repute. Compensa- 
tion is on a piece-rate basis. It would be entirely impracticable to conduct ex- 
aminations for these positions for inclusion in the competitive civil service. 

The three members of the actuarial advisory committee established by a spe- 
cific provision of the Railroad Retirement Act examine and pass upon actuarial 
estimates and reports made by the Board’s actuary every 3 years. Compensa- 
tion of two of the members is paid on a per diem basis. Under the law two mem- 
bers are appointed by the Board, one upon recommendation by the railroads, one 
upon recommendation by the labor organizations, and a third member is named 
by the Secretary of the Treasury from his Department. It would be imprac- 
ticable to have the two Board appointments under competitive civil service. 

The Board is, of course, only one of many agencies in the executive branch of 
the Federal Government operating under existing rules and regulations of the 
Civil Service Commission and the President’s Executive order, and having some 
schedule A and schedule C positions. Under such rules and regulations, all 
agencies have the right to employ persons in excepted positions regardless of 
whether they have competitive status. It should be noted that the Board does 
not now possess and has never possessed the power to classify any position as 
“Excepted” without approval by the Civil Service Commission. Involving, as 
Sections 5 and 6 do, civil-service matters and even a general Presidential Executive 
order common to all agencies, it seems there are presented questions of Federal 
policy much broader in application than merely to the Railroad Retirement Board. 


filled competitively in the future. In schedule A are included all attorney | 


tit 


CONCLUSION 


The changes in the benefit provisions would become effective the first of the 
month following the month of enactment of the bill, and the Board would be 
required to recertify without application all annuities which would be affected 
by any of the changes proposed in the bill. 

The combined employer-employee taxes for the support of the railroad retire- 
ment system amount to 12.5 percent of taxable payroll with a limit of 3350 a 
month in earnings per employee. The latest actuarial estimates made in connec- 
tion with the 1954 amendments to the Railroad Retirement Act show that the 
level cost of benefits under the act is 13.43 percent of taxable payroll, indicating 
a present deficiency of 0.93 percent of payroll, or approximately $51 million a year. 

The Board’s estimates of the additional cost of the amendments proposed in 
S. 1589 would come to about 0.47 percent of payroll, or $26 million a year on a 
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level basis. This amount, when considered in addition to the present deficiency 
of 0.93 percent or $51 million a year, would result in a total deficiency in the 
neighborhood of 1.4 percent of payroll, or $77 million a year. All of these esti- 
mates are based on the assumptions of the fifth acturial valuation. 

The Board recommends that no favorable consideration be given to the bill. 
One member of the Board dissents from this report and his dissenting views are 
set forth below. 

The Board’s report on identical bill, H. R. 4744, has been cleared with the 
Bureau of the Budget which informs us that there is no objection to its submission. 

Sincerely yours, 
Rayrmonp J. KELiy, Chairman. 
F. C. Squire, Member. 


Minority Report on S. 1589 or Horace W. Harper, MEMBER 


I am in favor of the bill S. 1589 for the following reasons: 

1. The maximum benefit payable to the wife of a railroadman should not be 
less than that payable to any other man’s wife. 

2. An employee’s annuity is not reduced by any social security benefit. His 
widow should be accorded the same treatment. 

3. The removal of inequities from the railroad retirement system is a policy 
which the Congress adopted last year in the belief that the elimination of in- 
equities justified the additional cost. 

4. Unlike other Government agencies, the Railroad Retirement Board admin: 
isters a retirement and unemployment insurance system for a single industry. 
Board employees should not be required to identify themselves with a partisan 
political point of view and thus to stake the future of their careers on the future 
of any political party. No good substitute for the merit system has yet been 
devised. 

1. The maximum benefit payable to the wife of a railroadman 
should not be less than that payable to any other man’s wife. 

Section 1 of the bill S. 1589 merely carries out the congressional policy estab- 
lished in 1951 by enactment of Public Law 234, 82d Congress. The Railroad 
Retirement Act was then amended to provide an annuity for the wife or husband 
of a railroad employee, patterned after a similar provision in the Social Security 
Act. In order to make certain that the spouse’s annuity would be no less than 
a spouse’s benefit under the Social Security Act, the amendment provided that 
the spouse’s annuity be computed in exactly the same way as a spouse’s benefit is 
computed under the Social Security Act; that is, in each case the spouse’s monthly 
benefit would be one-half of the retired employee’s monthly benefit, subject to 
a maximum of $40 a month, the same as that which the social security formula 
then produced. 

The maximum for the spouse’s benefit under the Social Security Act, however 
has been raised by the 1952 and 1954 amendments to that act. In order to carry 
out the original congressional intent and, at the same time, avoid similar problems 
in the future, section 1 of the bill is so worded as to make certain that at no time 
in the future will a spouse’s annuity under the Railroad Retirement Act be re- 
duced by the maximum provision below the maximum spouse’s benefit that could 
be paid to anyone at the same time under the Social Security Act. For example, 
assume a case in which the employee’s annuity is $150. he spouse’s annuity 
would be one-half of that, or $75, but for the maximum provision limiting the 
annuity, under the present law, to $40, which was the maximum under the Social 
Security Act in 1951. Under the bill, however, the spouse’s annuity would not be 
limited to $40 but to $51.80, which is now the maximum spouse’s benefit under the 
Social Security Act; and whenever such maximum could be higher than $51.80, 
the same spouse’s annuity would then be increased to the higher amount (up to 
one-half her husband’s annuity), but not retroactively. 

2. An employee’s annuity is not reduced by any social security 
benefit. His widow should be accorded the same treatment. 

As in the case of section 1, section 2 of the bill would also be in full accord with 
established congressional policy. Prior to the enactment in 1954 of Public Law 
398, 83d Congress, an annuity of a railroad employee was reduced if he was also 
entitled to an old-age benefit under the Social Security Act. This provision was 
vigorously protested so that no less than 18 bills to repeal it were introduced in 
the 83d Cmapenn: The result was that the provision was repealed on June 16, 
1954, with the consequence that railroad employees now receive both their retire- 
ment annuities and their old-age social security benefits without reduction. 
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The same principle was incorporated to a limited extent by Congress in another 
amendment to the Railroad Retirement Act—Public Law 746, 83d Congress 
which provided that a widow of a railroad employee may receive both her widow’s 
annuity and her railroad retirement annuity in her own right. Section 2 of the 
bill would lift the restriction completely, as in the case of the railroad employees 
themselves, for widows, widowers, parents and children, of employees. I can see 
no justification for distinguishing between a widow of a railroad employee on the 
one hand and the railroad employee himself on the other. Section 2 of the bill 
would therefore treat widows, widowers, parents and children of railroad em- 
ployees in respect of this kind of eligibility the same as the railroad employees 
themselves; that is, these widows and other dependent survivors would be allowed 
to receive their benefits under the Railroad Retirement Act without reduction 
by reason of eligibility for benefits under the Social Security Act. 
3. The removal of inequities from the railroad retirement system 
is a policy which the Congress adopted last year in the belief that 
the elimination of inequities justified the additional cost. 

It is estimated that the enactment of the provisions in section 1 would cost 
0.22 percent of payroll, and those of section 2 would cost 0.25 percent, or a total 
of 0.47 percent thus increasing the cost of benefits under the Railroad Retirement 
Act from the present 13.43 to 13.90 percent of payroll. Since the total tax for 
the maintenance of the railroad retirement system is only 12% percent (6% on 
railroad employers and 6% on railroad employees) up to $350 a month, the result 
of the enactment would be a deficit, in the long run, of 1.40 percent of payroll. 
In this connection I call attention to the fact that the Congress enacted the 1951 
amendments to the Railroad Retirement Act in spite of the fact that the total 
cost of benefits, as the result of such enactment, was increased to 14.43 percent 
of payroll, showing a deficit of 1.93 percent, which is in excess of the 1.40 percent 
deficit estimated to be the result of the enactment of this bill. The fifth actuarial 
valuation, published by the Board early in 1953, showed that the 1.93 estimated 
deficit resulting from the 1951 amendments to the Railroad Retirement Act was 
for various reasons reduced to 0.91 percent of payroll. In the light of similar 
experiences in the past, it is quite possible that the sixth actuarial valuation, to 
be published late this year or early next year, will likewise show a reduction in 
the estimated cost. In any event, it is certain, even on the present estimate, 
that the enactment of this will would leave the financial status of the railroad 
retirement fund sounder by 0.53 percent of payroll than did the enactment of the 
1951 amendments to the Railroad Retirement Act. 

The congressional policy of avoiding inequities with regard to eligibility under 
the railroad retirement system was established in 1954 when the dual benefit 
restriction against employee annuities was repealed in spite of the added cost 
(Public Law 398, 83d Cong., 2d sess.). At that time the cost of benefits was 
13.41 percent of payroll, showing a deficit of 0.91 percent of payroll. Neverthe- 
less, in order to remove what was believed to be an inequity, the Congress repealed 
the dual benefit restriction, which repeal added to the cost 0.15 percent of payroll, 
bringing the deficit to 1.06 percent. The same policy was reaffirmed by Congress 
in 1954 when it enacted Public Law 746, 83d Congress, 2d session, providing that 
a widow of a railroad employee may receive her widow’s annuity without reduction 
therefrom of her railroad annuity in her own right. The position of Congress in 
both instances was that the railroad retirement system should not permit in- 
equities and that the elimination of inequities justified the additional cost. The 
principle involved here is exactly the same. 

Sections 3 and 4 of the bill are of a technical and clarifying nature.? 

4. Unlike other Government agencies, the Railroad Retirement 
Board administers a retirement and unemployment insurance 
system for a single industry. Board employees should not be 
required to identify themselves with a partisan political point of 





2 Sec. 3 would effect a needed technical correction in the method provided in see. 5 (1) (9) of the Railroad 
Retirement Act for figuring the average monthly remuneration which determines the amount of survivor 
benefits. It would provide in all survivor benefit cases for the computation of this average on the basis of 
as much as $4,200 a year when both railroad and social security credits are involved, just as in the case when 
the computation is made solely on credits from one system alone. Sec. 4 would clarify for the tax collecting 
authorities of certain States who have attempted to tax the receipt of annuities and pensions under the Rail- 
road Retirement Act and of unemployment and sickness benefits under the Railroad Unemployment In- 
surance Act despite the prohibition in secs. 12 and 2 (e) of the respective laws. Further, the Internal Reve- 
nue Code of 1954 placed a restriction on the effect of such sections, without direct amendment, by making 
benefits payable under these acts subject to attachment. Sec. 4 would restore or make fully effective the 
long-established congressional policy of exempting benefits under the Railroad Retirement Act and the Rail- 
on Sean Insurance Act from all taxation and attachment, State or Federal, leaving no room 
or doubt. 
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view and thus to stake the future of their careers on the future of any 
political party. No good substitute for the merit system had yet 
been devised. 

Sections 5 and 6 of the bill would amend the respective sections of the Railroad 
Retirement Act and the Railroad Unemployment Insurance Act, which give the 
railroad Retirement Board the authority to hire and employ such persons as it 
finds necessary for the proper discharge of the Board’s functions. All persons in 
the employ of the Board on the date of the enactment of these amendments, 
regardless of position or manner of appointment, will have the protection of the 
competitive civil service. These amendments would not permit the appoint- 
ment, or transfer, of anyone in the Board to any excepted position, and would 
thus assure that the employment, or transfer, of persons to positions such as 
“Schedule C’’, and the placing of positions in such schedule, have no place in the 
Jailroad Retirement Board which, in accordance with legislative historv of the 
Railroad Retirement Act, has been established to administer the railroad retire- 
ment and railroad unemployment insurance programs on a completely nonpartisan 
and nonpolitical basis. The amendments would only make more explicit what is 
now implicit in the present legislation, providing as it does for emplovment of 
Board personnel under the “‘civil-service laws and rules’’, and setting forth clearly 
a policy requiring administration without regard to political considerations. 
Thus, of the 3 Board members, 2, a majority of the Board, must come from 
railroad labor and management, respectively, on the basis of selection by those 
interests, and the terms of all 3 members are for 5 vears each with not more 
than 1 term beginning in any particular year. The method of selection, length 
of tenure, and the staggering of appointments so as to overlap the 4-vear Presi- 
dential term, together with, and even apart from, the special and limited nature 
of the 2 programs, demonstrate a clear legislative intent not to permit anything 
other than the strictest nonpolitical and nonpartisan administration of these 2 
special programs. 

Horace W. Harper, Member. 


Senv:or LEHMAN. I might add that in the report, Chairman Kelly 
and Mr. Squire take a position in opposition to S. 1589, while Mr. 
Harper, in his minority statement, takes a position in support of this 
bill. 

Let me say that the subcommittee will be happy to hear any 
comment referring to S. 1589 that members of the Board might like 
to make at this time. If there is no comment, I understand that 
members of the Board and its staff are available to answer any 
questions Senators may wish to ask relating to S. 1589. 

Now, I have already referred to the Chairman and members of the 
Railroad Retirement Board. Do any of you gentlemen wish to 
testify in person? 


STATEMENTS OF RAYMOND J. KELLY, CHAIRMAN OF THE RAIL- 
ROAD RETIREMENT BOARD; F. C. SQUIRE, MEMBER OF THE 
BOARD; HORACE W. HARPER, MEMBER OF THE BOARD; AND 
WALTER MATSCHECK, DIRECTOR OF RESEARCH OF THE 
RAILROAD RETIREMENT BOARD 


Mr. Ketiy. As Chairman of the Board, I would say not at this 
time, Mr. Chairman. I do not know about the other members. I 
am willing to rely on the statement that we have filed in the report. 

Senator Lenman. I have not studied this bill as closely and in as 
great detail as IT would otherwise have done, since I am not chairman 
of the subcommittee. But I have a few questions that have been 
prepared for me, the answers to which I think are of interest and 
importance for the record. 

How many of the 105,000 spouses receiving retirement benefits 
would benefit through the provisions of S. 1589? 
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Mr. Ke ty. It is my understanding, from our technical staff, that 
all but a very few of the 105,000 would benefit in some way or other. 
However, Mr. Matscheck can probably answer that eactly. 

Senator LEHMAN. I want to announce that we are going to ask these 
questions in quite an informal way, and I am going to address my 
questions to the Chairman. However, if either of -you gentlemen 
are in disagreement with him, or there is any discrepancy between 
your point of view and his, I would be very glad to let you put your 
replies in the record immediately. 

Mr. Keuuiy. As set forth in our explanation, section 1, 82,000 
wives now on the rolls receiving a maximum of $40 under the present 
law would be increased. The average that they would be increased 
is $10.50 a month during the rest of this year, and another increase 
of between $1.50 and $2 a month in January of 1956. 

About 2,500 wives are now receiving less than $40 a month. That 
is because their old-age social security benefit reduces the wife’s 
annuity under the Railroad Retirement Act. When the maximum 
wife’s annuity is raised, these wives will become eligible for an increase 

Then there are a number of aged widows, about 1,500. In the 
future they will be affected because of the guaranty in the Railroad 
Retirement Act that widow’s annuity shall be no less than the wife’s 
annuity of the same individual. They will get an increase. 
are some 15,000 newly awarded wives’ annuities that 
increased by the amendment. 

Senator Leaman. They will be increased by the amendment? 

Mr. Ketty. Yes, and the average increase for them would be about 
the same as for the wives’ annuities, as I mentioned previously. 
Those are wives now on the rolls. That is about $10.50 a month 
during the rest of this vear and a further increase in January of 1956, 

There is a very small number who will receive decreases. 1 do not 
understand the operation of it exactly myself, but our technical staff 
have so advised. It is a small number, and | 
many. Perhaps there are a couple of thousand, 
I am not sure of that. 

But Mr. Matscheck could give you pretty close to the exact 

Senator LeuMan. Those figures which you 
aggregate amount to about 105,000, is that right? 

Mr. Ketty. That is right 

Senator Lpyman. Mr. Chairman, how many widows or widowers 
and parents of children are claiming survivors’ benefits under the 
Railroad Retirement Act, and how many would benefit as a result of 
the enactment of this legislation? 

Mr. Ketiy. I do not have that exactly at my fingertips at this 
moment. Mr. Matscheck could give us the figures. 

Mr. Matscueck. As I understand the question, it 
survivors there are? 

Senator LEHMAN. How many widows or widowers, or parents and 
children are claiming survivors’ benefits under the 
ment Act? 

Mr. Marscueck. About 190,000 are on the rolls at the pr sent 
time. Of those, about 135,000 are aged widows and they 


There 
would be 


do not know how 
perhaps 3,000. 


igure. 
have given in the 


is how manv 


Railroad Retire- 


are the 


ones who would be principally affected by this bill. Of those 135,000 
aged widows, around 6,000 would get increases averaging about $20 
under this bill. Only about 300 parents and children would be affected 
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out of some 60,000. Perhaps it would be 55,000. Children could not 
be affected because they would not be old enough to have benefits 
under social security unless they happened to be a disabled child who 
is carried on that. 

Senator Lenman. If I understood you correctly, out of the total of 
approximately 190,000 who now claim survivors’ benefits, about 
135,000 are widows. 

Mr. MarscHeck. 135,000 are aged widows, and that is not widowed 
mothers, but widows over 60. 

Senator LEHMAN. Now, we are speaking of 55,000 widowers. 

Mr. Marscueck. That is 55,000 other dependents, including wid- 
owed mothers under age 60, and children and parents. The aged 
widows include widowers, but there are very few of them. There are 
practically none, and I did not separate them out. 

Senator Lruman. What is the cost of benefits provided for under 
this bill. Has there been a calculation made? 

Mr. Matscueck. Yes; the cost in terms of tax rate is about 0.47 
percent. That is given in the Board report. That is about $26 
million a year. 

Senator Leaman. That is the additional cost? 

Mr. Marscueck. That is on a level-cost basis. 

Senator Lenman. What do the benefits amount to now, the outlay? 

Mr. Marscueck. The benefits now in total, you mean? 

Senator LEHMAN. Yes; in total. 

Mr. Martscueck. Total benefits paid by the Board at the present 
time are running about $550 million a year. 

Senator LEHMAN. This would add $26 million to it? 

Mr. Martscueck. Yes. Well, $550 million is what it is running 
now, but on a different basis. I say that $26 million is on the level- 
cost basis. The act is financed on the basis that the present tax rate 
will never increase, and that would add it on the average throughout 
the year. The $550 million will increase considerably over the years, 
but the $26 million is figured at a level increase over the years. The 
immediate cost would not be quite as high, but it will be greater in 
the future. 

Senator LenmMan. I do not quite understand that. If the total 
amount increases over the years, why would not this particular $26 
million increase? 

Mr. MarscuHeck. It will increase over the years. The $26 million 
is not the immediate cost. It is the level cost over the years, in effect, 
on the average. The total amount will increase year by year, and 
it is less than $26 million immediately. But over the years it gets 
more, so that it is $26 million on a level basis. 

Senator LenMan. What is the number of retirees who would lose 
money under this bill? Will you give us the figures on that? 

Mr. Matscueck. There is nobody that would actually lose. There 
are about 1,500 wives whose benefits will be increased, but the hus- 
bands will be reduced in the same amount. The reason for that is 
that under the Railroad Retirement Act there is what they call a 
social security minimum guaranty. That guaranty is that the rail- 
road retirement benefit will never be less than what would have been 
paid to the same persons under the Social Security Act. 

Now, we do not guarantee that the wife will get as much, or the 
husband will get as much, but that the combined benefits will be as 
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much. So in about 1,500 cases the wife’s benefit will be increased 
in this case, but the husband’s benefit will have to be decreased pro 
portionately. The total family benefit will remain the same. 

Senator Leuman. Will vou tell us about what that would amount 

», the increase in the wife’s benefit and the decrease in the husband’s 
ee MartscHeck. | think I have that, Senator. 

Senator Lenman. Mr. Matscheck, perhaps you had better come up 
to the table where you can spread out your records in front of vou. 

Mr. Martscnreck. All right, sir. I cannot tell you how much that 
would amount to because the amount in any case would be relatively 
small. It might be an increase of $2 or $3 per month for the wife, 
and a decrease of $2 or $3 for the husband. But the total number 
of such cases is also relatively small. 

I gave you a figure of 1,500. I think I will have to correct the record 
because I have it somewhere. I think the number is about 3,000. 

Senator LEHMAN. That is 3,000? 

Mr. Harper. Mr. Chairman, might I clear up the possibility of a 
misunderstanding. We are discussing a relatively few people whose 
annuities will be decreased by this bill. As Mr. Matscheck has said 
to you, the family as such will not suffer because whatever the annu- 
itant loses, the wife gets additionally to keep the family level. So that 
there are actually none who will suffer in the direct losses. 

Senator LEHMAN. In the aggregate. 

Mr. Marscueck. That is what I meant, of course, when J said the 
family. 

Senator LEHMAN. Now, I want to ask, what is the number of bene- 
ficiaries who will not be affected at all by this bill? 

Mr. Martscueck. There are about 51,000 wives who will not be 
affected because they are now getting more than they would get under 
this bill. That is for the wives’ side of it. 

Now, on the dependents, the survivors, since there are a total of 
190,000, and only around 6,000 will be affected, it leaves about 185,000 
not affected. The point there is that the bill provides that the present 
restriction which says that if a widow has a benefit coming as a widow 
under the Railroad Retirement Act, and also has benefits in her own 
right under the Social Security Act, the benefits in her own right are 
deducted from the railroad retirement. This wipes that out. 

There are not many widows or survivors who have benefits in their 
own right. There are only about 6,000, or possibly 6,5€0. These 
figures are round numbers and they are estimates. 

Senator LeHMan. Just for the sake of the record, will you exp'ain 
why there is this large number of widows who now get more benefits 

) than would be provided for under this bill? 
. Mr. Marscueck. That is because under the railroad retirement 
formula, it is different from the social-security formula. In the cases 
of aged widows particularly, they get higher benefits than they would 
under social security. Iti is a matter of a diffe ‘rent formula. 

Senator Lenman. That would affect how many? 

Mr. Matscueck. About 6,000 widows would be affected. 
. Senator LeHmMan. How will this affect the long-range financial 
: stability of the railroad retirement fund? 

Mr. Ketty. That is on pages 4 and 5 of our report. In our report 
we base our estimate on the fifth actuarial valuation assumptions 
which was made 3 years ago, or 2 years ago. That is that the addi- 

3 





64430—55 








14 RAILROAD RETIREMENT 


tional cost resulting from the amendments specified in sections 1 and 
2 of the bill would come to about 0.47 percent of the payroll, or $26 
million a year on what he calls the level basis. 

Senator Lenman. What is the reserve fund at this time? 

Mr. Ke tty. In dollars, it is about $3% billion, pretty close to $3% 
billion. 

Senator Leaman. What is the income, and what is the intake 
annually? 

Mr. Keuiy. I would say around $600 million a year. 

Senator Leaman. And I think you have already testified to the 
outgoing, which would be $550 million, plus this $26 million. 

Mr. Ketuy. Yes, sir. 

Senator LEHMAN. So that there would be no immediate deficit? 

Mr. Ketiy. No immediate deficit on a cash basis, but we operate 
on what they call a level-cost basis over a period of years, you see, 
and as the act is in operation a greater number of years, the margin 
of excess between the cost that we pay out annually diminishes and 
we reach a point where that will be passed. Then we will have to 
rely on the income from the trust fund, and perhaps eventually hit 
the trust fund itself, and so forth. 

Senator Leaman. You said the trust fund, and you mean that is 
synonymous with reserves? 

Mr. Ketuy. Yes; that is correct. 

Senator LeHMan. That is about $3% billion? 

Mr. Ketuy. Yes, sir. 

Senator LeHMAN. What is the income from that? 

Mr. Ketiy. On that we get 3 percent a year from the Treasury 
under the act. The act specifies that. I cannot tell you the exact 
amount. 

Senator LenMan., It is a little over $100 million a year, would that 
be true? 

Mr. Ke.tuy. Yes. 

Senator Leaman. I do not think I asked you what the adminis- 
trative cost is? 

Mr. Ke ty. I think it is around $6 million a year. 

Mr. Marscueck. Slightly over $6 million a year. 

Senator Leaman. That is not included in the $550 million? 

Mr. Marscueck. No. 

Mr. Harper. To put it in more understandable terms, it is just a 
little bit more than 1 percent. The cost is about a little bit more than 
1 percent for our Board to pay out a dollar. In terms of percentage, 
it does not look nearly so big as to say that it costs $6 million, without 
making an explanation as to the relationship between the $6 million 
and the payroll percentage terms. 

Senator Leaman. How are the $3% billion in trust funds invested? 

Mr. Keuuy. They are collected by the Bureau of Internal Revenue 
and turned over to the Treasury. The Treasury issues a bond to us 
for that, and if there are any investments, they also make invest- 
ments in other bonds for our account. But it is all handled by the 
Treasury. We get that income credited to our account. 

Senator LeHMAN. Your organization does not make any direct 
investments, and it is all done through the Treasury. The collections 
are made through the Internal Revenue Service, and, as I understand 
it, the Treasury issues bonds? 
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Mr. KE ty. They issue a special obligation, at 3 percent, 

Senator LeHmMan. That is at 3-percent interest? 

Mr. Marscueck. Yes; that is the Railroad Retirement Act pro- 
vides for that and says it shall not be at less than 3 percent. 

Senator Leaman. I am not advocating what I am asking you 
about at the moment, but 3 percent, of course, is not a very big 
return. Would you favor changing the system so as to liberalize the 
field of investments in which you ‘could engage? 

Mr. Ketty. The primary consideration is the soundness of the 
fund. The fund must be kept sound, and the investments must be 
kep sound. 

Senator LEHMAN. So you are not advocating that? 

Mr. Ketty. I would not advocate investing in common stocks or 
mortgages or anything like that. 

Senator Leaman. Your Board believes that the trust funds and 
reserves should be invested in some evidences of obligations of the 
Federal Government? 

Mr. Ke tty. I like the Government investments; yes, sir. 

Senator Leaman. I[ think that is about all of the questions I 
wanted to ask. I would be very glad indeed to have you gentlemen 
express yourselves if you desire. 

Mr. Harper. I would like to say just a word, if you please, sir, as 
to the effect on our financial status. The estimated cost of our sys- 
tem now is 13.43 percent of taxable payroll. Against that we take 
in 12% percent in taxes. On its face there seems to be a deficit. But 
I want to call attention to the fact that 13.43 percent is not the cost 
today, nor will it be the cost 10 years from now or 25 years from now. 
The 13.43 percent of cost is the overall cost from: now into perpetuity, 
or at least theoretically so. 

I make that explanation so that you can better understand the fact 
that this additional cost will not pose any immediate question or 
problem to your Board. We live in a living and growing and evolving 
country, and if the same things happen in the next 20 years inso- 
far as wages are concerned and otherwise economically, our figures, of 
course, will have to develop with those changing conditions. 

I see no immediate danger at all in adding this additional cost at 
this time. Certainly, as the years go on, we can either increase the 
revenues somehow or other, or if necessary reduce the benefits, and 
neither of which I think is imminent. 

But at any rate, as I see it, and as the railroad workers whom I 
represent see it, we are willing to take whatever risk there is by increas- 
ing the cost of our operation in the amount involved in this bill. 

Senator Leaman. I understand that you and Mr. Squire do not 
favor this bill? 

Mr. Ketiy. That is correct. 

Senator Leman. Is your objection based on the additional cost, 
or based on other considerations? 

Mr. Keutuy. On the additional cost because there is nothing pro- 
vided in the bill to meet that additional cost. That is my obje ction. 

Senator LeHmMan. I want to ask you one more question for the 
record, Mr. Harper. I can very readily follow you when you say there 
is no way of estimating the costs in 40 years or 20 years from now, 
and many times I find it hard to make a calculation for much lesser 
periods than that. But I do not understand why you say that this 
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13.43 does not represent the cost at the present time. That would 
seem to me to be readily ascertainable. | 

Mr. Harper. The 13.43 is the level cost from now on into years 
to come, so that being a level cost—13.43 being a level cost—it is 
too high presently and in the future years it will be too little. But 
in the leveled off calculation, the cost over the vears will be equalized 
on a basis of 13.43, according to our present calculation. 

Senator LEHMAN. Now, again for the record, because my colleagues 
on this subcommittee, and probably on the whole committee, will 
want to get the facts from the record, will you explain to me just why 
you say this is a level cost but it is not an immediate cost? 

Now, as I recall the provisions of the bill it provides for certain 
increased benefits promptly and then additional increased benefits of 
smaller amounts per month as of January 1, 1956, or July 1, 1956. 
Is not the cost of those benefits easily computable now, and why should 
they change after 1956, unless there is additional legislation? 

Mr. Harper. Mr. Chairman, our actuaries figure the additional 
cost as being 0.47 percent of payroll. That, too, is on a level basis, 
meaning less than that now probably, but more than that in later 
years. So that the 0.47 will be added to the 13.43 to make a 13.90 
figure which will be the level cost as against the present level cost of 
13.43. There will be an additional cost, of course. But we take stock 
each 3 years, and we make a valuation report which is made by our 
people and carefully examined by representatives of the railroads, 
representatives of the employees, and representatives of Government. 
It is a sort of inventory-taking time. 

We take stock and see what our status is. We have what we call 
our sixth evaluation report which will be made late this year or early 
next year. On the basis of the findings in that report, then, of course, 
we can recompute these figures and get another slant at them as 
affected by conditions developed by that report, which were not taken 
into account probably in arriving at these figures. 

Senator Lenman. Now, I am depending exclusively upon my 
informal recollection, but we did increase the benefits 2 years ago; 
is that right? 

Mr. Harper. 1954 was last, and 1951 was the one before that. 

Senator Lenman. Probably it was 1954. There was testimony to 
the — that the cost would increase from 12.5 or 12.6 to 13.43. 
My figures are probably not accurate, but they are approximate. 
Are those figures about right? 

Mr. Harper. Yes. In. 1951, Mr. Chairman, we proposed some 
amendments to the act and calculated the costs, and the Congress 
took into consideration those costs. Those costs, at that particular 
timé, were estimated to be 14.43, almost a point and a half more 
than it is presently. 

But the Congress, on the same basis that I am suggesting here, 
concluded that was a risk which in the light of the forthcoming 
valuation report could be taken. Fortunately for us, it developed to 
be just that. The valuation report, the fifth valuation report, reduced 
that figure down from 14.43 to 13.52. 

I mention that merely to call it to your attention that Congress in 
its wisdom, shall we say, agreed and did pass some amendments 
which were at an estimated cost of 14.43. As we had hoped, the 
valuation report pulled that down to 13.52. 
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Now, we are hopeful that the sixth valuation report will do the 
same thing. It may be that I am “react in that hope, but, lonesome 
or not, I firmly believe that the developments of our financial inter- 
change, and the effeci of increasing the tax base, and the increase in 
the number of railroad men who make the maximum or near the 
maximum, I think as time goes on our experience is going to show 
that we develop a little savings from those. Certainly we are hoping 
for that. I think it is no more futile than what we did in 1951. 

Senator LEHMAN. Since 1951 what is the situation with regard to 
the trust funds or reserves? Have they increased, and, if so, to what 
extent? 

Mr. Harper. They have increased, but, due to the machination of 
our system, just how much is due or attributable to that I cannot say. 
But our fund has increased since 1951. 

Senator LEHMAN. What I am getting at is this: The assumption of 
additional responsibilities by the Board to pay increased benefits has 
not reduced the solvency or the integrity of the reserve funds? 

Mr. Harprr. That is a question of relativity. Of course, our trust 
fund has not increased to the same degree that it would have had we 
not put those amendments in. But it has not dangerously retarded 
the growth of our trust fund. 

Senator Leaman. But the trust fund has not been reduced? 

Mr. Harper. It is increasing yearly, and it is expected eventually 
it will reach about $8 or $9 billion before we go over the hill. 

Senator LeHmMan. Did you want to ask any questions, Senator 
Allott? 

Senator AtLtorr. I come to this lately, and I appreciate your 
invitation, but I will try to catch up with you first. 

Mr. Squire. I wanted to add, Mr. Chairman, one point to Colonel 
Kelly’s answer to your question a while ago as to whether the majority 
of us had reported adversely on the bill due to the increased cost of 
$26 million a year that there would be. 

As our report shows, that is true. But on top of that we had 
mind that we are presently running in the red about $50 million a year, 
so that the increase of the $26 million on top of the $50 million in- 
fluenced me in my part of the report. 

Senator LenmMan. Thank you very much. 

Mr. Schoene is the next witness. Do you have a statement, Mr. 
Schoene? 


STATEMENT OF LESTER P. SCHOENE, REPRESENTING ALL STAND- 
ARD RAILWAY LABOR ORGANIZATIONS, WASHINGTON, D, C. 


Mr. ScHoene. I have filed a statement with the committee, Mr. 
Chairman, but I would like to testify orally, also, along similar lines. 
(The statement is as follows: ) 


STATEMENT OF LESTER P. SCHOENE ON BEHALF OF ALL STANDARD RAILWAY LABOR 
ORGANIZATIONS WitTH Respect To 8S. 1589 


Mr. Chairman and members of the committee, my name is Lester P. Schoene. 
I am an attorney engaged in the general practice of law as a member of the firm of 
Schoene & Kramer, with offices at 1625 K Street NW., Washington, D.C. For 
something over 10 vears I have served as counsel for the Railway Labor Execu- 
tives’ Association on matters pertaining to the Railroad Retirement Act and the 
Railroad Unemployment Insurance Act. I appear here today on behalf of that 
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association, and also on behalf of the Brotherhood of Locomotive Engineers, the 
Order of Railway Conductors and Brakemen, and the Brotherhood of Railroad 
Trainmen. 

Railway Labor Executives’ Association is an association composed of the chief 
executives of all but the above named three of the standard railway labor organiza- 
tions. The organizations whose chief executives are members of the association 
are the following: 

Switchmen’s Union of North America 

The Order of Railroad Telegraphers 

American Train Dispatchers’ Association 

Railway Employes’ Department, A. F. of L. 

International Association of Machinists 

International Brotherhood of Boilermakers, Iron Ship Builders, Blacksmiths, 

Forgers and Helpers 

Sheet Metal Workers’ International Association 

International Brotherhood of Electrical Workers 

Brotherhood Railway Carmen of America 

International Brotherhood of Firemen and Oilers 

Brotherhood of Railroad Signalmen of America 

Brotherhood of Railway and Steamship Clerks, Freight Handlers, Express 

and Station Emplovees 

Brotherhood of Maintenance of Way Employes 

International Organization Masters, Mates and Pilots of America 

National Marine Engineers’ Beneficial Association 

Hotel and Restaurant Employees and Bartenders International Union 

Railroad Yardmasters of America 

Brotherhood of Sleeping Car Porters 

Brotherhood of Locomotive Firemen and Enginemen 
These organizations represent an estimated 75 to 80 percent of all railroad em- 
ployees in the country, and together with the other three organizations for whom 
I appear represent virtually all railroad emplovees. 

For many years the association has maintained a standing committee to give 
constant attention to current problems concerning the Railroad Retirement Act 
and the Railroad Unemployment Insurance Act. This committee keeps in touch 
with the administration of these acts, considers the adequacy of the legislation to 
fulfill its intended purposes in light of changing conditions, and has from time to 
time on numerous occasions developed proposed amendments that have been 
sponsored by the association in their presentation to Congress for its consideration. 
The terms of the bill 5. 1589 were worked out by the association’s committee on 
railroad retirement. and railroad unemployment insurance in cooperation with 
representatives of the Brotherhood of Locomotive Engineers, the Order of Railway 
Conductors and Brakemen, and the Brotherhood of Railroad Trainmen. It 
embodies a joint program of all the standard railway labor organizations; all such 
organizations favor its enactment and all of them urge upon this committee and 
upon Congress its favorable consideration at the earliest feasible date. 

The bill proposes very limited and essentially simple amendments compared with 
the more major revisions that were enacted in 1946, 1951, and 1954. 

Section 1 of the bill proposes a change in the maximum amount that may be 
paid as an annuity to the spouse of a retired railroad employee. Prior to 1951 the 
Railroad Retirement Act made no provision for any payment to the spouse of a 
retirel employee. The Social Security Act did provide for the payment of a 
spouse’s annuity consisting of one-half of the old-age benefit payable to employees 
retired under that act. 

The very great increase in the cost of living which occurred during World War 
II and in the postwar years had a very severe impact on the retired railroad em- 
ployees, along with other fixed income groups. This impact was severe for all 
retired railroad employees but particularly critical for those who were attempting 
to support spouses as well as themselves on their annuities. Consequently it was 
felt by our association, and Congress agree, that additional relief to such families 
was required, beyond the liberalization of benefits for all annuitants that cost 
considerations permitted. 

The pattern of the Social Security Act was followed and in the 1951 amendments 
provisions were made for the payment of spouses’ annuities under the Railroad 
Retirement Act in the amount of one-half of the retired employees’ annuity but 
not to exceed $40. In the interests of financial soundness of the system we recom- 
mended a ceiling of $50, realizing that so limited a benefit was not adequate. 
The Congress, however, felt that even a more conservative limit should be 
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imposed. The maximum spouse’s benefit then payable under the Social Security 
Act was $40 and the Congress accordingly amended our proposal to impose the 
same limit on spouses’ benefits under the Railroad Retirement Act, notwithstand- 
ing the very substantially greater taxes that are paid by railroad employees. 

By amendments to the Social Security Act enacted in 1952 and 1954 the 
ceiling under that act has been relaxed so that spouses’ benefits up to $51.80 per 
month are now payable and benefits up to $54.30 will be payable next year 
Section 1 of S. 1589 proposes to adopt as the maximum under the Railroad Retire- 
ment Act the same maximum that is applicable under the Social Security Act 
instead of the flat $40 maximum that applied in 1951. This represents no change 
in the principle that was adopted in 1951. It is merely a reestablishment of 
that principle as applied to current conditions. 

The effect of section 2 of S. 1589 is to eliminate any reduction in the survivor’s 
benefits paid under the Railroad Retirement Act by reason of such survivor’s 
being simultaneously independently entitled to a benefit under the Sociel Security 
Act. 

Before the Railroad Retirement Act amendments of 1954 any survivor benefit 
under the Railroad Retirement Act was reduced by the amount of any other 
benefit to which the survivor might have become independently entitled under 
either the Railroad Retirement Act or the Social Security Act. In practical 
effect no survivor benefit would be payable unless the survivor benefit exceeded 
the amount of the other benefit, in which case the excess would be paid. For 
example, suppose a@ husband and wife are both employed in the railroad industry 
and both qualify for railroad retirement benefits. Each is regarded as having 
acquired the right to retirement benefits independently of the rights of the other. 
Bur prior to the 1954 amendments, if the husband died the survivor benefit of 
the wife was reduced by the amount of her own retirement annuity and if her own 
retirement annuity exceeded the survivor benefit she would lose the survivor 
benefit entirely. This was deemed to be inequitable and by last year’s amendment 
was eliminated. Now a widow who qualifies for retirement benefits by reason of 
her own employment in the railroad industry is regarded as having earned those 
benefits through her own employment and her contributions to the fund and her 
receipt of such benefits does not affect her right to receive such survivor benefits 
as she may become entitled to draw. 

The question has since presented itself as to why a survivor’s situation should be 
any different if the right to other and independent benefits is acquired under the 
Social Security Act rather than under the Railroad Retirement Act. Such a 
survivor, too, will have acquired his or her rights under the Social Security Act 
through his or her own employment and contribution to that fund. Yet, under 
the present law, the benefits that the survivor may have earned under the Social 
Security Act operate to reduce the survivor benefit under the Railroad Retirement 
Act. We do not believe that a continuance of this discrimination can be justified 
and accordingly propose to eliminate it in section 2 of the bill. 

Section 3 of the bill contains a technical amendment which corrects some 
confusing language now appearing in the law. I have been unable to trace 
precisely how the adoption of this confusing language came about, but somehow 
it developed out of the following circumstances: 

Among the amendments considered and adopted by the Congress last year 
was @ provision increasing the maximum taxable and creditable compensation 
from $300 to $350 per month. While this amendment was under consideration 
the Social Security Act still provided maximum creditable wages of $3,600 per 
year. Since, for survivor benefit purposes, wages under the Social Security Act 
and compensation under the Railroad Retirement Act. are combined, it was 
necessary to draft the Railroad Retirement Act amendments to refer to Social 
Security Act wages up to a maximum of $3,600 and the Railroad Retirement 
Act amendments were adopted as so drafted. However, shortly thereafter Con- 
gress adopted amendments to the Social Security Act increasing the maximum 
creditable wages to $4,200 per year beginning with the year 1955. In the final 
stages of the consideration of those amendments it was recognized that their 
adoption would necessitate some change in the language of the Railroad Retire- 
ment Act. Accordingly a provision was inserted in the Social Security Act 
amendments changing the Railroad Retirement Act reference from $3,600 to 
$4,200 in one place. But another reference to $3,600 was not changed and the 
time as of which the changeover from $3,600 to $4,200 was to occur was not 
specified. 

Section 3 of the bill straightens out the language of the law so as to express 
specifically what was intended by the combined effect of last year’s amendment 
to the Railroad Retirement Act and the Social Security Act. 
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Section 4 of the bill restores provisions of the Railroad Retirement Act and 
the Railroad Unemployment Insurance Act which were in effect prior to 1954 
but which were modified, probably inadvertently, in the course of the enactment 
of the Internal Revenue Code of 1954. 

It has been the policy of Congress ever since the original enactment of the 
Railroad Retirement and Railroad Unemployment Insurance Acts to provide that 
benefits under those acts should not be assignable or be subject to any tax or to 
garnishment, attachment, or other legal processes under any circumstances what- 
soever. We do not believe that Congress intentionally reversed this policy last 
year. Certainly no consideration of any such reversal was had by this committee, 
where any such change of policy should be considered if it is to be considered at all. 

We see no justification for a reversal of the former policy and propose in section 4 
of the bill to reestablish it. At the same time the amendment would make clear 
beyond argument that the exemption applies to State taxes, which occasionally 
some State officials have been inclined to question, although generally the States 
have recognized the exemption as applicable to State taxes. 

Sections 5 and 6 of the bill are designed to give assurance that the employment 
of Retirement Board personnel shall be governed by the merit system as embodied 
in the civil-service laws and regulations. 

The Railroad Retirement Act and the Railroad Unemployment Insurance Act 
have both 1 provided since their original enactment for the employment of pe rsonnel 
under the civil-service system. Until the appointment of the present Chairman 
of the Board there has never been to our knowledge any effort to evade what we 
believe to be the clear intention of Congress that Board personne] should be 
employed strictly in accordance with their qualifications to perform their jobs and 
without regard to political considerations. This Board is not concerned with 
Federal governmental policy in general but exists solely for the performance of 
the administrative function of carrying out congressional policy as expressed in the 
Railroad Retirement and Railroad Unemployment Insurance Acts. Its adminis- 
trative expenses are paid from funds provided by railroad employees and railroad 
managements. There is simply no justification for any personnel action to be 
influenced by considerations other than the qualification of the individual to do his 
job well. 

Nevertheless, since the appointment of the present Chairman of the Board 
repeated efforts have been made by the Chairman with the collaboration of the 
carrier representative to have certain key positions placed on the so-called schedule 
C, which would except those positions from the merit system of personnel selection. 
The purpose was evident to disvlace experienced and qualified employees with 
political employees in some of the positions most vital to efficient and objective 
administrative. 

These efforts aroused vigorous and widespread protests from the railway labor 
organizations, from many individual railroad employees and from many members 
of Congress. By reason of these protests the Chairman and the carrier member 
have been persuaded for the time being not to press the matter. However, we 
live under constant threat that these efforts to destroy the operation of the merit 
system in the Board’s functioning may be revived at any time. In addition, we 
have no way of knowing the degree to which the objectivity of Board personnel 
in the current performance of their daily duties may be affected by fear of the 
revival of this assault on their jobs. The only way such assurance can be had is 
through a clear congressional expression of a definite policy that the merit system 
be followed exclusively and that is what is contained in sections 5 and 6 of the bill, 


Mr. Scuornr. Mr. Chairman and members of the committee, my 
name is Lester P. Schoene. [ama lawyer engaged in general practice 
here in Washington, and a member of the firm of Schoene & Kramer, 
with offices at 1625 K Street NW. 

For something over 10 years I have served as counsel to the Rail- 
way Labor Executives’ Assoc ‘lation, with respect to matters relating 
to railroad retirement and unemployment insurance. I appear here 
today on behalf of that association, which represents some 19 different 
railway labor organizations, and they are listed on the first page of 
my statement. I will not bother to read them now. 

I also appear on behalf of the Brotherhood of Locomotive Engineers, 
the Order of Railway Conductors and Brakemen, and the Brotherhood 
of Railroad Trainmen. 
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These organizations collectively represent practically all of the 
railroad employees in the country. They are all of the standard 
railway labor organizations. 

The bill S. 1589 was developed by representatives of these organiza- 
tions. The Railway Labor Executives’ Association has for many 
years maintained a committee, a standing committee, to observe the 
functioning of the Railroad Retirement Act, and the Railroad Unem- 
ployment Insurance Act. The members of that committee, under 
the chairmanship of Mr. George M. Harrison, the president of the 
Brotherhood of Railway and Steamship Clerks, in collaboration and 
cooperation with the representatives of the Brotherhood of Loco- 
motive Engineers, the Order of Railway Conductors and Brakemen, 
and the Brotherhood of Railroad Trainmen surveyed the current 
situation as to the need for further legislation at this time and jointly, 
concluded that the provisions embodied in this bill were those that 
should now be remedied. 

The bill has the unanimous support of all of those organizations. 

The proposals in the bill are relatively modest compared with some 
of the more major revisions that we have presented to this committee 
in past years. As the members of the Railroad Retirement Board 
have already testified, the estimated level additional cost in terms of 
percentage of payroll is 0.47 percent of payroll, which is relative to this 
entire program a very modest and minor cost. 

The first section of the bill deals with the so-called ceiling, or 
maximum amount that may be paid as a spouse’s benefit to the wife 
or husband of a living retired employee, that is, when the spouse is 
aged 65, as well as the employee. 

Now, by way of background I think that J should say to the com- 
mittee that prior to 1951, the Railroad Retirement Act did not provide 
for any spouse’s benefit. It provided benefits for retired employees 
and for survivors of deceased employees, but not any benefit for the 
spouse of a living retired employee. 

The Social Security Act did carry such a benefit prior to 1951. 
In 1951 we found that the retired railroad employees, along with 
other fixed income groups, had suffered very severely from the very 
rapid increase in the cost of living that had occurred during the 
preceding years. That was not only during the war years, but 
during the period following the outbreak of the Korean, war. 

In. orcer to relieve that situation es much es possible, we proposed 
in 1951 a general increase in, the level of retirement annuities. How- 
ever, the cmount of general increase that we felt could be proposed at 
that eet in relation to the resources available to pay for the increased 
benefits would not be sufficient to relieve the financial stress of these 
retired employees adequately. That was particularly true with 
respect to those who had spouses to support on their retirement income 
as well as themselves. 

Consequently, in order to provide a little more adequate relief in 
those cases we proposed, and the Congress adopted, the system that 
had already been adopted in the Social Security Act, of providing a 
spouse’s benefit to those who had spouses aged 65 and over 

At that time, under the formula that prevailed in the Soc ial Security 
Act, the maximum benefit that a spouse could be paid under that act 
was $40. In the bill that we proposed to the Congress we suggested 
a ceiling of $50. However, in the course of the consideration of the 
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bill, Congress determined to adopt the same ceiling as that prevailing 
in the Social Security Act, namely $40. That was written into the 
act as a flat limit on the amount of the spouse’s benefit that could be 
paid, irrespective of what the computation formula would otherwise 
produce. 

As I say, the basis for selecting that ceiling was that that was the 
then prevailing ceiling under the Social Security Act. Since then, 
however, the Social Security Act has been amended twice, and under 
the current provisions of that act the present maximum spouse’s 
benefit that is paid under the Social Security Act is some $51.80. 
That will automatically rise to something over $54 next year. 

The purpose which Congress had in 1951 was to provide the same 
maximum spouse’s benefit under the Railroad Retirement Act as 
that provided under the Social Security Act. That has been defeated 
through the growth of the Social Security Act, while the Railroad 
Retirement Act has in this respect remained static. 

All that section 1 of the bill proposes to do is to reeffectuate the 
policy that Congress adopted in 1951. In other words, instead of the 
$40 maximum spouse’s benefit we would substitute the maximum that 
may prevail from time to time under the Social Security Act. That 
is accomplished by simply striking out the phrase ‘than $40,” and 
substituting for it the language of the bill: 
with respect to any month, than an amount equal to the maximum amount which 


could be paid to anyone, with respect to such month, as a wife’s insurance benefit 
under section 202 (b) of the Social Security Act as amended from time to time. 


Section 2 of the bill relates to a reduction that is now made in 
certain instances in survivor benefits by reason of the survivor being 
entitled to a social-security benefit in his or her own right. 

Again by way of background, let me say that prior to 1954 any 
survivor’s benefit that was paid under the Railroad Retirement Act 
was reduced by the amount that the survivor might be entitled to 
receive either under the Railroad Retirement Act or the Social Secu- 
rity Act in his own right. 

For example, take a man and his wife who were both employed in 
the railroad industry and each accumulated retirement benefits. If 
they both live, and retire, there is no question that they each draw 
the benefit which they have earned through their employment in the 
railroad industry. 

But prior to 1954, if one of them died and the other became eligible 
for a survivor benefit, that survivor benefit would be reduced on 
account of the old-age benefits that the survivor had earned in his 
own right. 

We received a good many complaints from the employees we 
represent with respect to that situation, and consequently proposed 
to the Congress last year that a survivor be permitted to draw survivor 
benefits without reduction on account of any retirement benefit that 
he or she might have earned in his or her own right through employ- 
ment on the railroad. 

The Congress adopted that proposal of ours last year. Under the 
present law if the husband and wife are both employed in the railroad 
industry and one of them dies, and the other becomes entitled to a 
survivor benefit, that survivor benefit is drawn independently and 
without reduction on account of the old-age benefit that the survivor 
has earned through his own employment. 
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However, if one of the pair is employed in the railroad industry 
and the other is employed under social security, it is still true under 
the present law that the railroad survivor benefit is reduced by reason 
of independently earned benefits under the Social Security Act. 
That has brought into focus very acutely the question, if it is equitable 
as we considered last year, and as the Congress consiJered last year, 
that survivor benefits should be drawn without reduction on account 
of independently earned benefits under the Railroad Retirement Act, 
how can we justify the continuation of such a reduction on account 
of benefits earned through independent employment under the Social 
Security Act? 

We have come to the conclusion that we cannot justify that dis- 
crimination between benefits earned under the Railroad Retirement 
Act and benefits earned under the Social Security Act through inde- 
pendent employment. We consequently propose in section 2 of the 
bill, simply to strike out the sentence of the present law that now 
imposes that reduction. 

You will see that the language of section 2 is simply to strike out 
the second sentence of section 5 “(e) ( (2) of the act, and it is that second 
sentence of section 5 (g) (2) that now imposes the reduction that we 
propose to eliminate. 

Section 3 of the bill contains purely a technical and clarifying 
amendment. In the 1954 amendments which we proposed, and 
which Congress adopted last year, we increased the maximum taxable 
and creditable compensation from $300 a month to $350 a month. 
At the same time Congress was considering amendments to the Social 
Security Act which would increase the maximum wages creditable 
and taxable under that act from $3,600 a year to $4,200 a year. 

Now, for survivor benefit purposes, social-security wages, and rail- 
road retirement compensation are combined, and a single benefit is 
paid, based upon both railroad employment and nonrailroad em- 
ployment. 

Consequently, in specifying the computation there to be made 
through that combination of wages and compensation, it is necessary 
for the Railroad Retirement Act to refer to the maximum amount of 
social-security wages creditable under that act. However, when we 
drafted the bill last year, not knowing whether the social-security 
amendments were going to be enacted or not, we could not anticipate 
the enactment of those amendments so as to refer to $4,200 per year 
instead of $3,600. 

So the railroad-retirement amendments, as enacted, carried the 
reference to $3,600 in the Social Security Act. Then in the last stages 
of the consideration of the Social Security Act amendments which were 
adopted, changing the $3,600 under that act to $4,200, a last-minute 
effort was made to straighten out the situation under the Railroad 
Retirement Act. 

But somehow it was not very artfully done with the result that the 
reference was changed in one place and not in another, and without 
any specification as to the time as of which the change in reference 
should become effective. 

All that section 3 of the bill does is to clarify that reference and spec- 
ify clearly the time as of which it becomes effective. As I say it is 
purely a technical and clarifying matter, which does not change 
substance. I understand the Retirement Board is interpreting the 
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present law exactly as it would be spelled out by section 3 of the bill. 

Section 4 of the bill again restores or reeffectuates a policy which 
Congress had adopted long ago. Both the Railroad Retirement Act 
and the Railroad Unemployment Insurance Act from their inception 
have provided through specific exemption that benefits payable under 
those acts should not be subject to taxation, State or Federal, and 
should not be subject to garnishment, attachment, assignment, or 
anticipation. 

That has been the established policy of Congress ever since this 
legislation has been on the books. However, last year in the course 
of the enactment of the Internal Revenue Code of 1954, a change was 
made in those provisions, not by direct amendment but by supe rseding 
legislation, and I think the change was entirely inadvertent. At 
least so far as I know no specific consideration was given by Congress 
to a change of policy with respect to these benefits, and I know that 
this committee, which is the place where such policies are considered, 
gave no consideration to it. 

As a result, by operation of law and not through direct amendment, 
these benefits are, as | understand it, now subject to attachment for 
Federal taxes. We do not think that change should persist, and we 
think Congress should restore its original police y. Therefore, we are 
proposing that it now be specified that notwithsis anding any other law 
of the United States, or any State, or Territory, or the District of 
Columbia—— 

Senator LenmMan. That is what you advocate? 

Mr. Scuorne. That is correct. This provision would also make 
clear that State as well as Federal taxation is excluded. That is the 
present law, but a few States have on occasion attempted, notwith- 
standing the provisions of the present law, to assess State taxes on 
these benefits. So far as I know they have always been successfully 
resisted, but this would make plain beyond any doubt that State as’ 
well as Federal taxes are excluded. 

Coming now to sections 5 and 6 of the bill, I would like to point 
out for the record first that there is a typographical error in section 5 
as it was introduced. The very first phrase in section 5, line 4, page 3, 
refers to section 19 (b) (4). That reference should be section 10 
(b) (4) of the Railroad Retirement Act. 

I shall discuss sections 5 and 6 together, because they would do the 
same thing; that is, they propose to do the same thing to the Railroad 
Retirement Act, and the Railroad Unemployment Insurance Act, 
respectively. In other words, what section 5 does under the Railroad 
Retirement Act, section 6 does under the Railroad Unemployment 
Insurance Act. 

These two sections propose to impose upon the authority of the 
Board, with respect to the employment of personnel, the restriction 
that their regular personnel must be employed strictly under the civil- 
service merit system. 

Both the Railroad Retirement Act and the Railroad Unemploy- 
ment Insurance Act from the beginning have provided that personnel 
be employed under the civil-service system. Up until the incumbency 
of the present Chairman of the Board, there was never to my knowl- 
edge any departure from the employment of personnel on a strictly 
merit basis. I, myself, served as General Counsel of the Board from 
1937 to 1942. I became General Counsel immediately, after the legis- 
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lation was enacted, setting up the Board on the present basis. I had 
the responsibility for recruiting the legal staff of the Board when it 
was first organizing. j 

At that time legal positions were on so-called schedule A of the 
civil-service rules, which permitted appointments to be made without 
going through any civil-service examination. Nevertheless, the 
entire staff was recruited on a strictly merit basis. 

To the best of my knowledge, neither during the original staffing 
of the Board, nor at any other time subsequent to then, and up until 
the incumbency of the present Chairman of the Board, was there 
ever any consideration given to political considerations in the selection 
of personnel. 

However, shortly after the present Chairman assumed office, a 
proposal was made by the Chairman and the carrier member to put a 
considerable number of the key positions of the Board on the so-called 
schedule C, which would permit selections to be made on a political 
basis. 

We regarded this proposal as a proposal to introduce a spoils system 
into the staffing of the Board, which we felt had no place there. In 
consequence, the organizations that I represent here protested vigor- 
ously against it. We brought it to the attention of Members of 
Congress, and many Members of Congress of both parties protested it. 
It was not a partisan matter so far as we were concerned or so far as 
the Congress was concerned. But many Members of Congress of 
both parties protested both to the Civil Service Commission and to 
the Board against any such action. 

In consequence of those protests, the proposal was withdrawn. 
Nevertheless, the fact that the proposal might be renewed at any 
time remains a constant threat to the integrity of the merit system 
as applied to the staff of the Board. We can have no assurance, 
and the employees that we represent can have no assurance as to the 
objectivity with which the employees of the Board approach their 
job when they may be in danger of being subjected to a revival of a 
spoils-system proposal. 

Now, I understand that the committee has received from the 
Railroad Retirement Board and from the Civil Service Commission 
reports raising certain objections to the proposal in the bill. I should 
say before I discuss those objections that the major effect of the 
language in the bill lies in the phrase, ‘‘shall not be removed or excepted 
therefrom’’; in other words, it specifically prohibits positions being 
taken out of the civil-service system by such a device as putting them 
on schedule C. 

As I say, the Retirement Board and the Civil Service Commission 
have raised certain specific objections to that prohibition, and I 
wish now to discuss those specific objections. 

I understand also that the Bureau of the Budget has in rather 
general terms taken exception to these two sections of the bill, and 
their objection also will be considered in my testimony. 

Mr. Chairman, I make it a practice when someone disagrees with 
me, at least to give him credit for an honest disagreement and in- 
dulge the presumption that the arguments he makes are expressive 
of the actual foundation for his disagre ement. However, in this case 
I think the most charitable thing that can be said about the argu- 
ments made by the Civil Service Commission and the Chairman 
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and carrier member of the Railroad Retirement Board to these 
two sections of the bill is that they know better. 

Senator LeHMan.. What is that? 

Mr. Scuornsr. That they know better; and that the arguments that 
they have expressed to you are not their real objections to these 
sections of the bill. I think that their real objections are that they 
do not want their authority restricted, which is an understandable 
reaction on the part of officials who have exercised a certain amount 
of leeway and want to continue to exercise it. 

But the reason I say that the arguments adduced by these two 
members of the Board and the Civil Service Commission cannot 
express their real objections is that they are so patently fictitious. 
They claim, for example, that the bill would require members of 
the Actuarial Advisory Committee to be selected under the civil- 
service system. As I think Mr. Harper mentioned in his testimony, 
the Actuarial Advisory Committee is a committee of actuaries that 
is selected, one actuary by the labor organizations, and one by the 
carriers, and one by the Secretary of the Treasury. Their primary 
function is to review the triennial valuation that is made of the 
railroad retirement fund. 

Now, the provisions for the selection of those actuaries, and their 
functions are specifically provided for and spelled out in section 15 of 
the act, which is in no way amended by this bill. The authority that 
is restricted by section 5 is entirely independent authority from that 
provided im section 15 for the selection of the Actuarial Advisory 
Committee. 

It is likewise pointed out that under the present schedule A of the 
civil-service rules they also make provision for the appointment of 
special claims agents under the Railroad Unemployment Insurance 
Act. 

I do not know why those positions should be carried on schedule A 
of the civil-service rules unless it is purely for bookkeeping purposes. 
The authority for the appomtment of special claims agents, just as 
the authority for the appointment of the Actuarial Advisory Com- 
mittee is carried by specific statutory authority in the Railroad 
Unemployment Insurance Act, and that authority is in no wise 
amended by the bill that we have before us here. 

I might explain what these special claims agents are. Under the 
Railroad Unemployment Insurance Act when a man becomes unem- 
ployed he has to register for employment to show that he is unem- 
ployed and he is willing to seek employment. Usually he registers at 
a railroad facility, normally the one where he was employed, im- 
mediately before becoming unemployed. And the railroads perform 
the service of taking those registrations, and then at the end of a 
registration period the accumulated registrations become a claim for 
benefits. That is forwarded to the Board for adjudication. 

But sometimes facilities have to be provided in remote spots where 
the railroads cannot perform the services, and the Board finds it neces- 
sary to appoint some individual, maybe a city official, or maybe a 
minister, or someone like that, on a part-time piecework basis to take 
these registrations. Those are the special claims agents that are 
referred to. 

As I say, the authority to appoint them is specific statutory au- 
thority that is in no wise changed or restricted by this bill. 
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Another group of positions to which the Civil Service Commission 
and the carrier member and Chairman of the Retirement Board 
direct attention is the so-called national reporting officers. Now, let 
me explain what they are. 

Under the Railroad Retirement Act, and the Railroad Unemploy- 
ment Insurance Act, everyone of our local lodges of the railway 
labor organization, and their general committees, are individual em- 
ployers under the act, and they have to make reports of compensation 
and employment of those lodges to the Board the same as the rail- 
roads do. 

Now, very often the secretary or secretary-treasurer of one of these 
local lodges is a part-time individual who spends only a few hours a 
month, perhaps, or a very limited amount of time on the affairs of 
the local lodge. 

It was felt that unless those people were given some assistance or 
there was some coordination about the way they get in their reports 
there would be difficulty in getting the reports to the Board on time 
and in proper order. Consequently, the railway labor organizations 
were asked to designate a national official for each organization to 
perform these coordinating functions with respect to the reports of 
their local lodges. And they are called the national reporting officers. 

The Board does not employ them. The Board has nothing to do 
with their selection. The labor organizations each select the official 
they want to have function in that capacity. The Board pays them 
no compensation. I understand the Board does pay their traveling 
expenses when they travel on Board business and pays them the sub- 
sistence per diem when they are away from home on Board business. 

In no sense are they employees of the Board, employed under the 
authority that would be restricted by the legislation we have here. 

Senator Leaman. Mr. Schoene, may I interrupt a moment? Our 
time is limited, and we have gone into this question of the civil-service 
status, which is a matter which was discussed in this committee 2 or 
3 years ago at the time the Chairman came before the committee. 

Mr. Scuoene. I recall that. 

Senator LEHMAN. I think the subject which you are discussing is 
a very important and very interesting one, and if it is not already 
covered sufficiently in the statement which you have submitted, 
I would be very glad indeed to have further statement from you 
for the record. I say that because I know I have some questions I 
want to ask of you, and I think in all probability Senator Allott may 
have. 

Mr. ScHoeneg. Yes, I will submit a brief supplemental statement on 
that, Mr. Chairman, and with that understanding I will leave that 
subject. 

(The statement referred to appears at p. 34.) 

Mr. Scuorne. Now, there is only one other item that I want to 
mention and that only by reference. I think the committee has 
already considerably explored with the Board the matter of the cost of 
this bill and the effect on the financial status of the system, I want 
to direct your attention to the fact that that is all very ably and 
succinctly summarized at page 10 of the report of the Railroad 
Retirement Board. That particular portion is part of the minority 
report of the labor member. 
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I just want to say to the committee that we agree with the labor 
member of the Board that although the account at the present time 
on an actuarial basis would indicate a small deficit of financing, and 
that would be slightly accentuated by the enactment of this bill, 
nevertheless, it has been our experience over the years time after time 
that as economic conditiors change, those apparent deficits—and I 
call them apparent deficits because they are purely actuarial computa- 
tions that are based on a great many assumptions that are subject to 
change from time to time—it has been our experience consistently that 
those apparent deficiis dimmish and disappear through changes in 
economic conditions. So long as they are not of substantial magni- 
tude, we do not feel that their existence is in any way a reflection upon 
the financial soundness of the account. 

Senator Leaman. In your testimony you discuss the alleged dis- 
crimination because of the social security benefits and retirement 
benefits, and you propose to eliminate that provision. Have you any 
idea how much that would increase the cost of these benefits? 

Mr. Scuorene. According to the computations of the Board, that 
would be 0.25 of 1 percent of payroll. That is included in the 0.47 
that the Board’s staff and members of the Board testified to here this 
morning. 

Senator Lexan. In other words, I think it was testified that 13.43 
is the cost. 

Mr. Scnoenr. That would be increased by 0.25. 

Senator Leaman. That would make it 13.68, is that correct? 

Mr. Scuorne. That is correct, so far as that portion of the bill 
is concerned. 

Senator Leaman. That is what I am talking about. It has already 
been testified that the cost of these additional benefits as included in 
the bill which is now before the committee would amount to about 
$26 million. 

Mr. ScHorne. On a level-cost average over the future, ves. 

Senator LeHmMan. What would this additional .25 amount to in 
dollars and cents? 

Mr. Scuorne. That is included in the $26 million. 

Senator Leaman. No, I mean the elimination of that, if that was 
eliminated. You propose to eliminate it from the bill. 

Mr. ScHoeNre. What we eliminate is a reduction in benefits, which 
has the effect of providing increased benefits. 

Senator LenmMan. Well, the reduction in benefits is existing law? 

Mr. ScHoENe. Yes. 

Senator Leaman. And you are proposing, and it is included in the 
bill as now before us, that we eliminate that part to which you have 
referred as discrimination, and it may very well be discrimination. 

Mr. ScuHoENe. I am not suggesting we eliminate it from the bill. 
I am suggesting that the bill proposes to eliminate that from the law. 

Senator Leuman. Then, I have misread your proposal. 

Mr. Scuorns. Either I did not make myself clear or you have mis- 
read it, Senator, because I am not suggesting any change in the bill— 
that is, other than the correction of the typographical error in section 
5 to which I directed attention. 

I can see what probably misled you, Senator. The last sentence 
on page 4 says that “We do not believe that a continuation of this 
discrimination can be justified and accordingly propose to eliminate 
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it in section 2 of the bill.” I can see how that might be misunderstood 
to mean eliminate something from the bill. 

But what I mean to say was that by section 2 of the bill we propose 
to eliminate that discrimination from the present law. 

Senator Leman. Senator Allott, do you have any questions ? 

Senator AtLorr. Mr. Schoene, I would like to cover 2 or 3 things. 
First of all, although it may have been a part of this act for many 
years, do you know of any reason why these payments should not be 
subject to attachmené or garnishment for just debts? 

Mr. Scuorne. Yes, | think so, Senator. It is common policy-—— 

Senator ALLorr. [| am not asking you about what is common policy 
A lot ot things have crept into law which are not good law. I want to 
know if there is any reason, good reason, why they should not be 
subject to collection by garnishme “nt or attachment for just debts 

Mr. ScHOENE. Yes, I think that there is a good reason. The 
whole purpose of providing benefits of this sort is to provide a means 
of sustenance, and it is a bare means of sustenance, to people who by 
by reason of old age and disability and sickness are unable to earn a 
living. 

As a matter of social policy it has been deemed desirable to make 
provision for benefits like that to be paid for their sustenance. It 
would be defeating that ones if they could be taken away 

Senator AuLorr. You say earn a living. The payment of this is 
not based upon their inalsilitey to earn a living, is it? It is based on 
age, is it not? 

Mr. ScHoenet. There is no means test, but in the first place the 
whole system is predicated on the assumption that when people reach 
that age they generally are unable to earn a living, and further, before 
they are entitled to these benefits they must retire from all employ- 
ment. 

Senator AtLorr. I think that you would find that you would get 
a pretty active argument from most of ihese people if you tried to 
maintain that they were incapable of earning a living. 

Now, is it not a fact that there was a change by the Finance Com- 
mittee in this particular field with respect to the collection of taxes, 
both income taxes in the District and Federal taxes, within the last 
year? There has actually been instituted a policy reversing the 
original policy which could collect taxes from Federal employees who 
failed to pay their District or Federal taxes. 

Mr. ScHorne. Yes, that is true. 

Senator ALLorr. Would you disagree with that policy? 

Mr. Scuoense. Insofar as the collection of taxes from salaries is 
concerned, no. 

Senator Atiorr. You believe that this has a peculiar right to be 
exempt? 

Mr. Scuorenet. Yes, I do. You see, the provision of the act that we 
wish to restore to its former status has nothing to do with Federal 
salaries, or District salaries. 

Senator Atuorr. I realize that, but you also recognize that your 
ground for that was based, if I understood it, upon the fact that it 
had been a long time there, and I wanted to call your attention to the 
fact that the C ongress had reversed its own policy, or the Finance 
Committee had reversed its own policy with respect to this other 
matter. 
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It is not the most important thing in here, I will agree to that, 
but on the other hand, I am not certain in my own mind that any 
payments to any persons should be made in such manner and guise 
that they can avoid a person’s just debts. 

Mr. Scuorns. Well, Senator, let me say this: I do not think it is 
quite fair to say that I predicate the correctness of the policy on its 
long standing. I mentioned its long standing. However, let me 
just point out to you that as the law now stands these payments 
are exempt from taxation, and they are exempt from assignment, 
garnishment, or anticipation, except that under the Internal Revenue 
Code they are subject to attachment for Federal taxes. 

Now, I think it would be an indefensible thing for the Federal 
Government to set up this system to provide for people’s old age, for 
their unemployment, for their illness and disability, and then say, 
“But the one institution in the world that can take it away from you 
is the Federal Government itself for taxes.”’ 

Senator Attorr. I do not want to be misunderstood, Mr. Schoene. 
I probably have in my own State done as much in this respect as any 
man in political life in behalf of older people. But because something 
has appeared on the statute for a long time, in my opinion, is no 
reason why it should not be examined critically and objectively. 

Mr. Scuonne. I have no disagreement with that. I think any- 
thing is subject to reexamination on its merits. 

Senator AtLorr. With respect to your statement on schedule C, 
it is a fact, is it not, that the requests made by the Board for the 
inclusion of certain people on schedule C was done in accordance with 
the administration’s policy, and also that was done by a majority of 
the Board, and it had to be submitted to the Civil Service Commission? 

Mr. Scuogene. Those are all facts. 

Senator AutLorr. All three of those are true. And it is true, is it 
not, that after examination the Civil Service Commission did give 1 
position, or place 1 position in schedule C, and denied it to others? 

Mr. Scnoene. That is not a fact, as I understand it, Senator. As 
I understand it, the one position that was placed on schedule C was 
placed there before this controversy ever arose. That was the position 
of Assistant to the Chairman. 

Senator AtLtorr. According to your understanding, none of these 
were placed there? 

Mr. Scuoene. So far as the other positions are concerned, it is my 
understanding that the proposal was withdrawn after we and many 
Members of Congress protested. 

Senator Attorr. It did have to be approved by the Civil Service 
Commission, did it not? 

Mr. Scnogener. That is correct. It could not have been put in 
without approval of the Civil Service Commission. 

Senator ALLotrr. Do you know of any reason, Mr. Schoene, why 
the departments of this Government should not be reflective of the 
will of the people as expressed in a national election? For example, 
do you know of any reason why the policymaking heads of a depart- 
ment should not be appointive and reflective of the policy of an 
administration, whether it be a Democrat or Republican administra- 
tion? 

Mr. Scnorne. Senator, if you are using the term “department”’ 
in its strict sense, I know of no such reason. I will go further and 





Shan) Se RSA raettiS 





| 





RAILROAD RETIREMENT dl 
say that there are undoubtedly other agencies of the Government 
that are not departments of which that same thing would be true. 
My testimony in the House covered that subject, and I had intended 
to cover it here also if time permitted. If you would like me to, in 
answer to your question I can tell you in a few sentences what my 
views are on that. 

Senator ALLorr. I wanted to get your idea about this. It is a fact 
that it has been found in many parts of the Government that the 
policies of the administration cannot be reflected because of just 
exactly this situation. 

Mr. Chairman, in this respect, it might be very pertinent on this 
question if the Civil Service Commission were asked to provide a 
record of all employees of the Railroad Retirement Board in GS-12 
or above, which would show their date of original appointment, the 
date on which he had qualified for the appointment, and whether he 
passed an examination, a competitive examination, for that job, or 
whether they were simply blanketed into civil service because they 
happened to be appointed under a previous administration. 

I think that a record of that might illustrate very graphically for 
this committee the point of view I am trying to express here. Per- 
haps the Railroad Retirement Board could do that. 

Senator Lenman. We would be very glad indeed to receive any 
statements from the Civil Service Commission with respect to this; 
that is, either a general statement, or a statement in response to specific 
questions. I hope that Mr. Schoene will also file a supplemental 
statement, because I think that there is a very great difference between 
an independent and necessarily policymaking agency of the Govern- 
ment such as one of the great departments, and an agency such as this 
Board which follows the legislation that has been enacted, and the 
rules that have been enacted, and the conditions that have been 
enacted by the Congress of the United States. 

Senator Autuorr. I think the Senator’s point is well taken there. 

Mr. Scuorne. I make the same point, Senator. 

Senator Attorr. I would like to make the same point also, that 
there is considerable Government money that goes into the operation 
of this Board, is there not? 

Mr. Scuorner. No, not a dime. 

Senator Attorr. But all of the appointments are made under the 
Civil Service Commission? 

Mr. Scuoenr. Yes. 

Senator ALtorr. And the rules and regulations of the Civil Service 
Commission? 

Mr. Scuoensz. That is right. But the administrative expenses are 
all paid out of the taxes that are collected from carriers and their 
employees for this special purpose. 

Senator Lenman. Mr. Kelly, do you have in your own files data 
which would answer the questions raised by the Senator from Colo- 
rado? 

Mr. Ketty. I believe we have, Mr. Chairman, or we can obtain 
them. 

Senator AtLorr. I appreciate that, Mr. Chairman, and I think it 
will add to it considerably. 

Mr. Scuornr. May I ask, Mr. Chairman, whether we may be 
furnished a copy of that so as to have an opportunity to comment 
on that information when it is furnished? 
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Senator LEHMAN. It will be placed in the record so that, of course, 
you will have access to it. 

Senator ALtorr. Now, with respect to this same matter, Mr. 
Schoene, it is commonly accepted in civil service matters and policies 
that all lawyers would be under schedule A; is that correct? 

Mr. Scuorensr. That is the present system. It has not always been 
sO. 

Senator ALLorr. Do you know of any instances in which lawyers 
have taken competitive examinations for positions under civil service? 

Mr. Scuoenr. Yes, there have been many such instances. I do 
not know what the present situation is. 

Senator ALLorr. Do you know of any since 1942, and, if so, could 
you give me those, or will you supply them? 

Mr. Scuorns. I cannot offhand say that I know of any since 1942. 

Senator ALLorr. The statement I made is generally true? 

Mr. Scuorenr. The statement you “nyt is generally true, that at 
the present time they are under schedule A 

Senator ALLorr. Your amendment would require that even lawyers 
on the staff of these : agencies would have to take a civil service examin- 
ation, would it not? 

Mr. Scuornr. They would have to take some type of civil service 
examination. 

Senator AtLorr. I see by your statement you are a lawyer. 

Mr. Scuorne. I am a lawyer with 10 years of experience in Govern- 
ment service. 

Senator AtLtorr. As a lawyer, can you imagine yourself selecting 
an. attorney for yourself upon a competitive examination basis? 

Mr. Scuorennr. Yes, it can be done. Of course, if it is a matter of 
private employment, and I am hiring somebody in my own office, 
and I am running my own risk as to whether he is qualified or not, 
naturally I will exercise my own judgment as to whether he is or he is 
not qualified. 

Senator Atiorr. Is there any reason why any different set of 
principles should apply with the Board or a Government agency, 
Mr. Schoene? 

Mr. Scuornr. Not so long as the selection is actually made on a 
merit basis. 

Senator ALLorr. How can you make a selection of an attorney 
upon. a competitive examination, Mr. Schoene? 

Mr. Scnuorns. A competitive examination does not necessarily 
mean that you have to give a written examination requiring the 
writing of answers to questions. However, even that can be done 
within the limits that are deemed desirable. I took a good many 
examinations when I went to law school, and the people who graded 
those papers ranked us in a competitive way. I have found in my 
own experience in the selection of lawyers that that ranking is a 
fairly good guide. It is not an absolute guide, but it is a fairly good 
guide. 

Senator ALLorr. They only ranked you as to whether or not you 
passed or did not pass, did they not? 

Mr. Scuornr. No, they did not. They ranked us by specific 
percentage marks. 

Senator ALLorr. Well, that is all right, but they did not rank you 
as to your overall abilities? 
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I feel somewhat qualified to speak on this matter, having practiced 
law for 26 years myself, and I cannot conceive of anvone maintaining 
that you can select a lawyer by a competitive examination as your 
act would do here. 

Then I would like to ask you another question. 

Mr. ScHoENr. Senator, on that question, I should state—and | 
will cover it in my siipplemental statement—the fact that Govern- 
ment lawyers were selected under civil service for a period of several 
years around 1939 and 1940. 

Senator ALLorr. Not since 1942, I do not believe. 

Mr. Scuoenr. I think not since 1942. That is the approximate 
date, at least. But the system worked very well while it was in 
effect. 

Senator ALLtorr. Now, I do not want to get into a hassle with you 
over the interpretation of what you have said, but I would like to call 
you attention, Mr. Schoene, to the fact that subsection C of section 15 
of the Railroad Retirement Act provides a definite manner in wheih 
the actuaries may be appointed, and I am sure you have read that, 
have you not? 

Mr. ScHoENE. Yes, sir. 

Senator ALLoTr. You own sections 5 and 6 would come into the 
law after that, and by the ordinary rules of interpretation of laws 
would, unless the actuaries were definitely excepted, apply to each 
and every employee contained in the act prior to that time. I would 
like to call your attention to that. 

I do not think in spite of that fact that you call these gentlemen 
whom I have never met, and in fact, I did not even hear their testi- 
mony—you call their approach a idctitious approach, out of the realm 
of possibility that if sections 5 and 6 were passed the construction 
placed on subsection C would be that the appointments made by the 
respective persons named in subsection (c) would have to come from 
a civil service list. 

Mr. Scuoene. Senator, I will leave that to your judgment as a 
lawyer, after you have had an opportunity to consider it. I feel con- 
fident that when you have had an opportunity to fit the language of 
sections 5 and 6 into the text of the law, at the point where they are 
proposed to be inserted, you will be completely satisfied in your own 
mind, as a lawyer, that they have no effect whatever on section 15. 

Senator Attorr. At the least, Mr. Schoene, you have raised a very 
questionable situation with those people. I would not attempt to 
say how a court would interpret it. But the fact that you have 
inserted this after the employees have been provided for, and that you 
made it all-inclusive, you at least raise a questionable situation which 
will have to be resolved by a proper board or authority. 

I think that is about all that I have, Mr. Chairman, except this: 
If we have time I think it might be well to ask Mr. Kelly, as the 
Chairman of the Board, if he would like, after this other gentleman 
has testified, to comment on the remarks made by Mr. Schoene, 
particularly, since he himself took his remarks out of the purely 
objective class. 

I appreciate, Mr. Chairman, this opportunity to question the 
witness. 

Senator LEHMAN. That is perfectly agreeable to the chairman. | 
may have to ask you, Senator Allott, to take the Chair of this hearing 
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after Lleave. I have to be on the floor at 12 o'clock, because I have 
some matters that I want to introduce. 

Before doing that, due to the fact I may have to leave, I merely 
want to announce that Mr. Thomas Stack, president of the National 
Railroad Pension Forum, Ince., has requested permission to file a 
statement of the views of his organization relative to S. 1589 and other 
legislation. 


The subcommittee, of course, will be happy to accept the statement 
of Mr. Stack. 


Finally, I want to state for the record that the Association of 
American Railroads was also offered an opportunity to present testi- 
mony if it so desired, but it indicated it did not wish to appear. 

Now, have you finished, Mr. Schoene? 

Mr. Scuorne. | have, if you have finished your questioning. 

Senator AtLtorr. Thank you, sir. 


(The supplemental statement by Mr. Schoene previously referred 
to follows:) 


SuPPLEMENTAL STATEMENT ON 8S. 1589 By LEstTER P. ScHOENE ON BEHALF OF 
ALL STANDARD Raitway LABOR ORGANIZATIONS 


At the hearings on June 22, 1955, before the subcommittee of the Senate Com- 
mittee on Labor and Public Welfare, I was invited to submit a supplemental 
statement covering a part of the subject matter I had intended to cover by oral 
testimony. This statement is submitted in response to that invitation. 

In my oral testimony I had discussed sections 5 and 6 of the bill at some length. 
I had dealt in part with the objections raised to those sections by the reports of 
the Civil Service Commission and the chairman and carrier member of the 
Railroad Retirement Board. I had dealt with the objections raised in these 
reports insofar as they relate to appointment of the members of the Actuarial 
Advisory Committee, special unemployment insurance claims agents, and national 
reporting officers. I had not yet dealt with the objections insofar as they relate 
to the appointment of attorneys. 

The reports point out that at the present time attorneys’ positions are excepted 
from the competitive civil service by their inclusion in schedule A of the civil 
service rules. This is correct. It is then further pointed out that the appro- 
priations of the Civil Service Commission at the present time are not available 
to conduct examinations for the selection of attorneys, which the chairman and 
carrier member of the Retirement Board translate into “the Civil Service Com- 
mission is precluded by law from holding any examinations for attorney positions 
and, therefore, the Board would apparently not be able to fill any future attorney 
vacancy within the competitive service.’”’ This conclusion is wholly unfounded, 

The limitation upon the use of appropriations to the Civil Service Commission 
for the conduct of examinations for attorneys’ positions must be understood in 
its historical context. For many years the Civil Service Commission conducted 
competitive civil-service examinations to establish eligibility of attorneys for 
appointment to positions in certain agencies of the Government, whereas such 
positions in other agencies were excepted from civil service requirements by their 
inclusion on schedule A. By Executive Order No. 8044 (4 Fed. Reg. 497) of 
January 31, 1939, President Roosevelt appointed a Committee on Civil Service 
Improvement charged with the duty, among others, of studying and making 
recommendations as to the feasibility and desirability of applving an objective 
merit system of selection to Government attorney positions generally. The re- 
port of the committee (H. Doc. No. 118, 77th Cong.) outlined a plan identified 
as plan A for the establishment of a Board of Legal Examiners in the Civil Serv- 
ice Commission to administer the conducting of examinations to determine the 
qualifications of appointees to Government attorney positions generally. This 
plan was adopted and put into effect by the President through Executive Order 
No. 8743 of April 23, 1941 (6 Fed. Reg. 2117). 

For some years thereafter the system thus set up, with amendments from time 
to time, governed the recruitment of personnel to fill Government attorney posi- 
tions on a merit basis, and from my personal experience with it it is my judgment 
that it worked very well. However, the plan was never popular in Congress, I 
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have no positive information as to the reasons for its unpopularity. In part it 
may have been irritation on the part of Members of Congress at having patronage 
opportunities restricted. I believe, however, that to a substantial exient, it 
flowed from congressional resentment that the policy to adopt such a plan was 
made through Executive order rather than through congressional action. In any 
event Congress eventually put an end to it by inserting in the appropriations for 
the Civil Service Commission a limitation making the appropriations unavailable 
for conducting examinations for the filling of attorney positions, and attorney 
positions generally were again placed on schedule A. 

From this background it is apparent that the Civil Service Commission is not 
disabled either by law or by practical considerations from making suitable 
arrangements to conduct appropriate examinations for the selection of personnel 
to fill attorney positions. The only handicap is that its currently appropriated 
funds are not available to pay the expenses of conducting such examinations. 
If the Congress enacts sections 5 and 6 of 8S. 1589, it will be charging the Com- 
mission with the responsibility of working out with the Railroad Retirement 
Board suitable methods of examination for the selection of personnel to fill the 
attorney positions. Presumably, also, Congress will make available to the Com- 
mission appropriations for carrying out the responsibilities with which the Com- 
mission will have been charged by congressional action. In the meantime, if it is 
necessary for the administration of the Railroad Retirement Act or the Railroad 
Unemployment Insurance Act to have such examinations conducted, the objects 
of expenditure for which the administrative funds are available are broad enough 
to enable the Board to pay for any expenses attending the conducting of such 
examinations. The current appropriations to the Board for the administration 
of the Railroad Retirement Act are available for all ‘expenses necessary for the 
Railroad Retirement Board.” The expenses of administering the Railroad 
Unemployment Insurance Act are paid from the Railroad Unemployment 
Insurance Administration Fund set up and appropriated in section 11 of the 
Railroad Unemployment Insurance Act; among the objects of expenditure 
specifically enumerated therein is the following: ‘if found by the Board to be 
necessary to expedite the certification to the Board by the Civil Service Com- 
mission of persons eligible to be employed by the Board, and to the extent that 
the Board finds such expendition necessary, meeting the expenses of the Civil 
Service Commission in holding examinations for testing the fitness of applicants 
for admission to the classified service for employment by the Board pursuant 
to the second paragraph of section 12 (1) of this Act, but not to exceed the addi- 
tional expenses found by the Board to have been incurred by reason of the holding 
of such examinations;’’. 

In any event the problem is not of great magnitude or great urgency. For 
some years the legal staff of the Board has been quite a stable one and recruitment 
problems relate only to an occasional replacement or perhaps occasional slight 
expansion. I am informed that the last time the Board appointed a newly em- 
ployed attorney was over 3 years ago. If a little time is required to work out the 
mechanics of selecting attorneys on a merit basis the Board will not be handi- 
capped. 

The Civil Service Commission and the Chairman and carrier member of the 
Board also assert, and I am informed that the Bureau of the Budget joins in this 
assertion, that there is no reason why the personnel policies of the Railroad 
Retirement Board should not be governed by the rules and regulations applicable 
to the executive branch of the Government generally. This assertion fails to take 
account of the unique character of the Railroad Retirement Board as an agency of 
Government. The Board exists only for the purpose of administering a system 
of benefit payments to railroad employees and their families pursuant to condi- 
tions of entitlement specifically set forth by act of Congress, and supported en- 
tirely by contributions made by railroad carriers and their employees. In many 
respects the functions of the Board are more analogous to the administration of 
a trust than to the performance of ordinary functions of government. There is 
no occasion or justification for using funds contributed by the industry to main- 
tain jobs to be filled through political patronage. On the contrary there is com- 
plate justification for giving to railroad employees the assurance that this system 
will be administered by the best qualified personnel available, with complete 
objectivity and uninfluenced by political considerations. 

Je propose to differentiate the personnel policies of the Board from those of 
the executive branch generally only by prohibiting removal or exception of posi- 
tions from the competitive civil service. The unique character of the Board 
discussed above certainly supports such differentiation. Although the Congress 
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is the principal policymaking agency of our Government, it is also clear that 
the President as the Chief Executive is charged with very extensive policymaking 
functions and responsibilities. Unquestionably in the discharge of these respon- 
sibilities he is entitled to the assistance of persons whose policy and _ political 
views are in accord with his own. He is entitled to such assistance not merely 
at the Cabinet level but at lower levels as well in the formulation and execution 
of policies in many areas. The conduct of foreign affairs, fiscal management, 
the administration of natural resources and many others come readily to mind 
as examples. We do not question the propriety of providing within the civil- 
service system the means for securing to him the personnel whose political con- 
victions qualify them to render the assistance he requires in policy formation 
and execution. However, che Railroad Retirement Board is charged with no 
such responsibility or function. 


Senator Leaman. Mr. Kelly, we are glad to have any further 
comments from you. 

Mr. Keutriy. Mr. Chairman, I have no particular comment at this 
time. In view of the fact that I have to file this information which 
the Senator has requested, if anything occurs to me I will ask the 
privilege to insert it at that time. 

Senator AtLotr. I have no questions. I thought that you should 
have an opportunity to answer at this time, if you wish. 

(The supplemental statement by Mr. Kelly and Mr. Schoene’s 
comments thereon follow:) 


UNITED SrateEs oF AMERICA, 
RAILROAD RETIREMENT BOoarp, 
Chicago 11, Ill., Juné 24, 1955. 
Mr. Stewart E. McCuvre, 
Majority Staff Director, Senate Committee on Labor and Public Welfare, 
United States Senate, Washington 25, D. C. 


Dear Mr. McCuovre: At its hearing on June 22, 1955, the Subcommittee on 
Railroad Retirement of the Senate Labor and Public Welfare Committee re- 
quested me to submit a supplementary statement regarding schedule C. The 
subcommittee also requested that the Board furnish certain information re- 
garding employees in GS-12 positions and above. 

On March 31, 1953, the President issued Executive Order 10440 which author- 
ized the Civil Service Commission, upon recommendation of the agencies con- 
cerned, to place positions of a confidential or policy-determining character in a 
new schedule, designated as “Schedule C.”’ 

In a letter to all agencies dated April 1, 1953, Chairman Philip Young of the 
Civil Service Commission explained the new Executive order to heads of de- 
partments and independent agencies, as follows: 

“The objectives of the President in issuing this Executive order have been 
(a) to strengthen the civil-service system, by removing therefrom positions of 
a policy-determining nature together with those positions where the duties are 
such that there must be a close personal and confidential relationship between 
the incumbent and the head of the agency or one of his key officials; and (b) to 
enable the administration to make appointments directly to those positions 
involving the determination of major executive policies.’’ 

In the same letter, Chairman Young transmitted instructions to the agencies 
for submitting schedule C recommendations. 

When I assumed office as Chairman of the Railroad Retirement Board on 
September 1, 1953, I received a copy of a report dated July 31, 1953, by Mr, 
Robert E. Lee, then Director of Surveys and Investigations for the House Ap- 
propriations Committee. The report stated in part as follows: 

“Committee investigators have reviewed position descriptions of the major 
executive posts in the Railroad Retirement Board. There is no clear-cut language 
in the position descriptions to indicate that the following jobs should be classified 
as schedule C jobs; however, based on observation of the work done by these 
officers, their influence on Board policies, confirmed by opinions of several Board 
employees of long experience, it is the opinion of the investigators that the following 
positions should be classified under schedule C: 
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| Posi- 
tion | Grade Title tion Grade Title 
No. y 







| No. 
Bl? teins) ) oi te ae ee 











1100-26 | GS-16_--. 











| Chief executive officer. i} 4100-02 | GS-15 Associate Genera] Counsel. 
1100-32 | GS-15.__| Chief executive assistant. 5000-01 «GS-13 General auditor. 
0100-24 | GS-13.._.| Administrative officer to || 6100-10 | GS-15. Director of Research. 
Board Chairman. 8210-12 | GS-15 Director of Bureau of Em- 
0200-15 | GS-13_..| Administrative officer to ployment and Claims 
| | Board member. 9200-33 | GS-14 Director of Bureau of Wage 
0300-21 | GS-13__- Do, and Service Records. 
0300-18 | GS-13_..| Labor relations officer to || 7110-4 | GS-14___| Regional] director, Atlanta. 
Board member. || 7210-05 | GS-14_..| Regional director, New York. 
0400-30 | GS-13__.| Secretary of the Board. || 7310-04 | GS-14___| Regional director, Cleveland. 
0400-28 | GS-11...) Attorney-adviser, Office of the || 7410-04 | GS-14___| Regional director, Chicago. 
Secretary. 7510-04 | GS-14 Regiona] director, Dallas 





0400-31 | GS-9._..| Claims examiner (appeals), || 7610-04 GS-14. | Regional 


x director, Kansas 
Office of Secretary. 





City. 
1510-27 | GS-14.._| Director of Personne}. | 7710-04 | GS-14___| Regional director, Minneap- 
1610-12 | GS-13...) Director of Fiscal Accounts. olis. 





2110-07 | GS-15...| Director of Bureau of Retire- || 7810-04 | GS-14___| Regional director, Denver 
ment Claims. 7910-05 | GS-14_..| Regional director, San Fran- 

3100-01 | GS-12...| Director of Supply and Service. cisco. 

4100-01 | GS-15...| Genera] Counsel. 
























On October 27, 1953, Board Members Horace W. Harper and Frank C. Squire 
joined me in voting unanimously to move the position of administrative assistant 
in my office from the competitive service into the excepted schedule C classifica- 
tion. The Civil Service Commission approved this action a short time later. To 
the best of my knowledge, there wasn’t one protest of any kind from any group or 
individual. There appeared to be general agreement that schedule C applied to 
the Board like every other agency of the Federal Government. 

When it came to filling the schedule C administrative assistant position in 
November 1953, I chose James W. Spaulding, 31, of Dearborn, Mich., with whom 
I had not been previously acquainted. However, I was impressed with his record 
as an overseas veteran of World War II and a graduate of Wayne University where 
he majored in the study of government. In addition, Mr. Spaulding had had 
nearly 2% years of life-insurance experience with one of the major insurance com- 
panies, giving him a background of government and business particularly well 
suited to the operation of the Railroad Retirement Board. 

In January 1954 the Board considered the application of schedule C to various 
other positions in the agency, but took no action at that time. On March 16, 
1954, Senator Paul Douglas addressed a letter to the Fresident asking whether 
schedule C applied to positions in the Railroad Retirement Board. Replying for 
the President on March 30, 1954, Mr. Philip Young stated, ‘“‘Yositions in the Rail- 
road Retirement Board may be included in schedule C established by Executive 
Order No. 10440 of March 31, 1953. The order authorizes the Civil Service 
Commission, upon recommendation of the agency concerned, to except from the 
competitive service positions which are of a confidential or policy-determining 
character by placing them in schedule C.”’ 

On September 9, 1954, the Board voted (Mr. Harper dissenting) to request 
Civil Service Commission approval to place 10 top policy-determining and con- 
fidential positions in the schedule C classification. The Board action wes carried 
out in a letter, dated September 17, 1954, to Mr. Philip Young, Chairman of the 
Civil Service Commission, in which the Board recommended that these pcsitions 
be placed in schedule C: 








































NIRS he oe Chief executive officer 

RI so er oe a Chief executive assistant 

ONS. cccwatnn = asecewkee General Counsel 

RS ee se ee ce See Associate General Counsel 

I 550 i ee wae) General auditor 

eo Sear Administrative officer to Board member 
IN ooo es ko cine ak wa eee Administrative officer to Board member 
NN a a Labor Relations officer to Board member 
RS céRciwnnnwccemnnmantel Secretary of the Board 

Is Siis dctad cnechitiensonucisueee Liaison representative (Washington, D. C.) 


It should be pointed out that prior to the September 9 action by the Board, 
most other Government agencies had placed varying numbers of positions in 
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schedule C, According to a Civil Service Commission report dated August 31, 
1954, 42 departments and agencies had received permission to remove positions 
from the competitive service into schedule C. Some of these were: the National 
Mediation Board, the Securities and Exchange Commission, the Federal Com- 
munications Commission, the Civil Aeronautics Board, the Export-Import Bank, 
the Housing and Home Finance Agency, the Civil Defense Administration, and 
the Federal Mediation and Conciliation Service. As of October 14, 1954, the 
Civil Service Commission reported that 1,127 jobs had been placed in schedule C 
since April 1953. 

On October 27, 1954, the Board reconsidered its letter of September 17, 1954, 
to the Chairman of the Civil Service Commission, and voted to withdraw its 
request to place the 10 positions in schedule C. This withdrawal took place 
before the Commission had an opportunity to approve or disapprove the Board’s 
request. 

Historically there are many precedents in the Railroad Retirement Board for 
filling various positions outside the competitive civil service. Some of the im- 
portant ones are: 

(1) Executive Order 7342 signed by President Franklin D. Roosevelt on 
April 10, 1936, authorized 27 executive positions in the Railroad Retirement 
soard to be filled “without compliance with the competitive provisions of the 
Civil Service Act and Rules.” [Emphasis supplied.] 

Following is the full text: « 


“EXECUTIVE OrpER No. 7342 


‘Authorizing Initial Appointments to Certain Executive Positions in the Railroad 
fetirement Board Without Compliance With the Civil Service Act and Rules 
{emphasis supplied. ] 


‘‘Whereas, under the Railroad Retirement Act of 1935 (49 Stat. 967), providing 
for the retirement of railroad employees, it is necessary that a provisional form of 
organization be immediately established: 

‘‘Now, Therefore, by virtue of and pursuant to the authority vested in me by 
the provisions of paragraph Eighth of subdivision Second of section 2 of the Civil 
Service Act of January 16, 1883 (22 Stat. 403, 404), it is hereby ordered that the 
initial appointment to each of the following executive positions in the Railroad 
Retirement Board may be made without compliance with the competitive provisions 
of the Civil Service Act and Rules, the person proposed for such noncomretitive 
appointment, however, to establish before the Civil Service Commission the 
possession of requisite qualifications femphasis supplied]: 


3 Administrative Assistants to the Board Members 
1 Executive Assistant to the Board 
1 Chairman, Division of Review and Appeals 
4 Members, Division of Review and Appeals 
Chief Actuary 
Assistant Chief Actuary 
Chief Economist 
Assistant Chief Economists 
Old Age and Retirement Insurance 
Unemployment Insurance 
Statistical Analysis 
1 Secretary to the Board 
1 Chief, Division of Investigation 
1 Chief, Division of Audits and Accounts 
1 Director, Bureau of Accounts 
1 Assistant Director, Bureau of Accounts 
1 Chief, Division of Individual Accounts 
1 Chief, Division of General Accounts 
1 
] 
1 
] 
1 


ww 


Chief, Field Audit Division 

Director, Bureau of Claims 

Assistant Director, Bureau of Claims 
Chief, Field Division, Bureau of Claims 
Chief, Claims Division, Bureau of Claims 


“This order is recommended by the Railroad Retirement Board. 


“FRANKLIN D. ROOSEVELT. 
“THe WuitE House, April 10, 1936.” 
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The following individuals were appointed to positions under Executive Order 
7342 described above: 


nciti 5 Railroad 
Position Appointee 
: et perience 


A iministrative assistant to Board members (3) -_. 4. P. Johnson__. Yes 
C. C. Thorpe Yes. 
Abolished upon the appe ment of 
Mr. Raffa 
Executive assistant to the Board K. B. Well No 
Chairman, Review and Appeals F. H. Hursey Ye 
Member, Review and Appeals (4 H.J. Pagel es 
C. P. Mye Ye 
P. F. Murphy Yes 
J. F. Miller Yes 
Chief actuary J. B. Glenn (by ymotior N 
Assistant Chief actuary os 1. B. Glenn N 
Chief economist Abraham Ge e Silverman No 
Assistant Chief economist (old age and retirement D. Weaver No 
insurance 
Assistant Chief economist (unemployment insur- W.J. Couper (by: tatement No 
ance). 
Assistant Chief economist (statistical analysis) ; Vacancy (not to be filled 
Secretary to the Board R. B. Br on (by transfer 
Chief, Division of Investigation C. L. Hedge (by transfer No. 
Chief, Division of Audits and Accounts F. C. Money (by promotion No, 
Director, Bureau of Accounts F. E. Fleener (by transfer Yes 
Assistant Director, Bureau of Accounts___- R. H. LaMotte No. 
Chief, Division of Individual Accounts L. N. Shade (by transfer No. 
Chief, Division of General Accounts Position abolished 
Chief, Field Audit Division- Position abolished 
Director, Bureau of Claims _— ne J.C. Clark No 
Assistant Director, Bureau of Claims_- a A. R. Wells Yes 
Chief, Field Division, Bureau of Claims : ‘ A. J. Dunn Yes, 
Chief, Claims Division, Bureau of Claims it J. B. Wells. No. 


(2) Executive Order 8063 signed by President Roosevelt on March 7, 
1939, authorized 19 additional department heads in the Railroad Retirement 
Board to be appointed “without compliance with the competitive requirements 
of the civil-service rules.’’ [Italics supplied.] 

Following is the full text: 


“EXECUTIVE ORDER 8063 


‘Authorizing Initial Appointments to Certain Executive Positions in the Railroad 
Retirement Board Without Compliance With the Civil Service Rules [emphasis 
supplied] 


“By virtue of and pursuant to the authority vested in me by the provisions of 
paragraph Eighth of subdivision SECOND of Section 2 of the Civil Service Act 
(22 Stat. 403, 404), it is hereby ordered that, subject to the establishment before 
the Civil Service Commission of the Requisite qualifications in each case, initial 
appointments to each of the following-named executive positions in the Railroad 
Retirement Board may be effected without compliance with the competitive reauire 
ments of the Civil Service Rules [emphasis supplied]: 


Controller 

Chief of Plans and Procedure 

Director of Research 

Chief Inspector 

Assistant Chief Inspector 

Assistant Director, Employment and Claims 
Director of Employment Service 

tegional Directors (12) 


“This order is recommended by the Railroad Retirement Board. 


“FRANKLIN D, ROOSEVELT. 
“THe Wuitre Hovussg, March 7, 1939.” 


’ 
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The following individuals were appointed to positions under Executive Order 
8063 described above: 

















| i 
Snaiet bate, Railroad 
Position Appointee | experience 
| 
Controller ‘ SP ee ES erm 
Chief of Plans and Procedures... -------- ialeaninweea ol MT Pon : LI ft 
eet Ot CN so... ain conevdhiuegtcanwan’s ee RC a ec a cil all 
Chief Inspector. __--- laine epee eaters bases DN a. cama cabasenininisn No. 
Assistant Chief Inspector _-...------.-- SEAR! i Eee ee oe Do. 
Assistant Director, Employment and Claims_- | J. L. deValliere_-...--- hi Do. 
Director of Employment Service _- - --- ....-.-...| C. L. Hodges (by transfer) ----- Ze Do. 
Regional Directors (12) -------- jacunees aadcddt CE eID, iss aera ootepiaronrainc Yes. 
| W. A. Murphy----.- Sele hinges aoe 
| W. F. Carpenter oe Do. 
| W. Bar... eiatawesanieeiie Do. 
L. L. Wheeles_-_..- retik tees Do. 
| C. Hayward -_- Beans Ahe | Yes. 
F. E. Fleener (by transfer) .........._- Do. 
A. Fleisher (by transfer) _............. No. 
S. N. Blalock (by transfer) _- ae Do. 
H. G. Pett (by transfer) _...........__- Do. 
J. B. Cress (by transfer) __._. peadone | aaa 
IO cee cnedw acme ewan conces | Yes, 


| ee " | 


1 Later filled by appointment of Gilbert V. White. 
2 Later filled by promotion of Abraham George Silverman. 


(3) Executive Order 7408, signed by President Roosevelt on July 6, 1936, 
blanketed into the civil service all of the former railroad employees who had 
taken employment with the Board and who had been working more than 
60 days. The only requirement was that the employee be recommended by 
the head of the department and take such appropriate noncompetitive fitness 
tests as the Commission might prescribe. 

(4) The amendments to the Railroad Retirement Act approved and effec- 
tive June 24, 1937 (sec. 205, Public Law 162, 75th Cong.), provided as follows: 

“The enactment of this Act shall have no effect on the status, tenure 
of office, or compensation of the present members, officers, and employ- 
ees of the Railroad Retirement Board; except that individuals who have 
had experience in railroad service shall be retained in the employ of the 
Board, whether or not qualified under the civil-service laws and rules, if in 
the judgment of the Board they possess the qualifications necessary for 
the proper discharge of the duties of the positions which they are hold- 
ing.”’ [#mphasis supplied.] 

(5) The amendments to the Railroad Unemployment Insurance Act 
approved June 25, 1938, under section 12 (1), Public Law 722, 75th Congress, 
provided as follows: 

“‘* * * A person in the employ of the Board under section 205 of the 
Act of Congress approved June 24, 1937 (50 Stat. 307), shall acquire a 
competitive classified civil-service status if, after recommendation by the 
Board to the Civil Service Commission, he shall pass such noncompetitive 
tests of fitness as the Civil Service Commission may prescribe. A person 
in the employ of the Board on June 30, 1939, and on June 30, 1940, and 
who has had experience in railroad service, shall acquire a competitive 
classified civil-service status if, after recommendation by the Board to the 
Civil Service Commission, he shall pass such noncompetitive tests of fit- 
ness for the position for which the Board recommends him as the Civil 
Service Commission may prescribe.’’ [imphasis supplied.) 

(6) On February 24, 1947, President Harry S. Truman issued Executive 
Order No. 9830 to the heads of Executive departments and agencies (including 
the Railroad Retirement Board) which contained on page 9, rule 6.1 under 
the title ““Exceptions From the Competitive Service’’ the following: 

“‘(a) Because of their confidential or policy-determining character, or 
because it is not practicable to make appointments thereto through 
competitive examination, the positions named in schedules A and B, 
set out in section 6.4 of this rule shall be excepted from the competitive 
service. The Commission may, upon the request of an agency, deter- 
mine that similar positions also should be excepted from the cc mpe itive 
service. Upon publication in the Federal Register of its determ.cation 
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excepting such positions from the competitive service, appointment 
thereafter may be made to such positions in the same manner as under 
schedules A and B (section 6.4). At the end of each fiscal year the 
Commission shall submit to the President for review a list of the posi- 
tions which it has excepted from the competitive service under this 
section during such year. 

“(b) Appointments to positions in schedule A (sec. 6.4 (a)) may be 
made without examination by the Commission. 

“(c) Appointments to positions in schedule B (sec. 6.4 (b)) shall be 
subject to such noncompetitivesgxamination as the Commission may 
prescribe.” 

Certainly, it is curious that one should be accused of political chicanery in 
recommending that ten policymaking and confidential positions be placed in 
schedule C, in view of these earlier actions by which scores of positions in the 
Board were filled by individuals who never took competitive civil service examina- 
tions. 

In accordance with the request of the subcommittee referred to in the opening 
paragraph of this letter, our Acting Director of Personnel has prepared a list, 
a copy of which is enclosed, entitled ‘‘United States Railroad Retirement Board 
Appointment Status of All Employees Presently Occupying Positions Grade 
GS-12 and Above.” 

Sincerely yours, 
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RayMOND J. Ketiy, Chairman, 
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46 RAILROAD RETIREMENT 


; June 28, 1955. 
SENATE COMMITTEE ON LABOR AND PuBLIC WELFARE, 


Capitol Building, Washington, D. C. 


GENTLEMEN: I have been afforded an opportunity to examine the letter of 
June 24, 1955, submitted by Mr. Raymond J. Kelly, Chairman, Railroad Retire- 
ment Board, submitting certain information and comment in response to an 
invitation extended to him at the hearings on 8. 1589. I take this opportunity to 
offer a few observations on Mr. Kelly’s letter and the enclosed data for the com- 
mittee’s consideration. 

Mr. Kelly’s letter and the information enclosed therewith fully substantiate 
the testimony I gave at the hearings and through my supplemental statement as 
to the necessity for the enactment of sections 5 and 6 of 5. 1589. 

The first part of Mr. Kelly’s letter recounts in sterilized documentary abstrac- 
tion the efforts which Mr. Kelly made to intrcduce the spoils system into the 
staffing of the Railroad Retirement Board. Notwithstanding the sterilization 
there stands revealed the fact that the move had its documentary ineeption in the 
suggestions of one Robert E. Lee rather than in any judgment of the Railroad 
Retirement Board as to the necessity for greater latitude in the selection of per- 
sonnel for policymaking positions. Nothing contained in Mr _ Keliy’s letter 
contradicts or refutes my testimony, in which I described this sordid story in 
general terms and, of course, many members of the committee are acquainted with 
it in greater detail through their previous inquiries into the subject 

It further appears from the information submitted by Mr Kelly that the only 
political appointment reflected in the present incumbency of positions of grade 
GS-12 and above is that of Mr James W. Spaulding, Administrative (Confidential) 
Assistant to the Chairman—the only schedule C position in the Board’s staff. 
I understand it to be true, as Mr Kelly says, that the Board voted unanimously 
to request the establishment of this position I am informed that neither the 
carrier member nor the labor member felt that there was any serious objection to 
Mr. Kelly’s having a confidential assistant of his own unfettered selection in 
his office. Mr. Kelly recites the qualifications which he says fit Mr. Spaulding 
for his job. I do not wish to be understood as reflecting in any way upon Mr. 
Spaulding’s qualifications. However, what Mr. Kelly does not reveal is the 
manner in which Mr. Spaulding came to his attention and Mr. Sapulding’s prior 
political activities which might be thought to give him some claim to political 
preferment. 

The chart enclosed with Mr. Welly’s letter shows that there are a total of 88 
positions on the Board’s staff in grade GS-12 and above. Of this total the present 
incumbents of 59 have been selected through the regular civil-service system of 
competitive examinations 

Of the remaining 29, 11 have acquired civil-service status after undergoing a 
noncompetitive civil-service examination as to qualification for their jobs and 
after having been initially selected by reason of their experience in the railroad 
industry. In the Railroad Retirement Act of 1935, the act of June 24, 1937, and 
the original Railroad Unemployment Insurance Act, Congress made specific 
provision for the recruitment of some of the Board’s staff from persons who, through 
railroad experience, would be acquainted with the practices and customs of the 
industry whose retirement and unemployment insurance system the Board was 
to administer, and these 11 people are among those so recruited and subsequently 
acquiring civil-service status after passing a noncompetitive civil-service examina- 
tion. Their present status in no way reflects the blanketing in of political 
appointees. 

Nine more of the twenty-nine who did not acquire their status through competi- 
tive examination are attorneys. In my testimony and supplemental statement I 
summarized the history of the methods of selection of attorneys. To my personal 
knowledge the Board’s attorneys have been selected with a view to securing the 
best qualified personnel, and political considerations have played no part in their 
selection. Seven of the nine acquired civil-service status during the period when 
attorney positions were within the civil-service system and the other two have been 
appointed since attorney positions were restored to schedule A by reason of con- 
gressional limitations upon the availability of the appropriations to the Civil 
Service Commission. 

This leaves 9 of the 88 positions to be analyzed. One of these is that occupied 
by Mr. Spaulding, Administrative (Confidential) Assistant to the Chairman. 
Two other employees (Quinlan and Carland) occupy excepted positions estab- 
lished and filled during the incumbeney of Mr. Kelly as Chairman, but both these 
individuals had acquired competitive status by competitive examination prior to 
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their promotion to their present excepted positions. Two more of these nine 
positions are temporary medical officer positions established this year. 

This leaves 4 employees out of the total of 88 to be accounted for (LaMotte 
P. F. Murphy, Rooksbery, and Matscheck). These 4 employees have all served 
with the Board for more than 15 years and have been promoted to their present 
positions on the basis of their qualifications after having been initially appointed 
to other positions. Mr. Kelly’s letter quotes Executive Order 7342 of April 10, 
1936, and Executive Order 8063 of March 7, 1939. Each of these Executive 
orders was issued with respect to the specific needs of the Railroad Retirement 
Board for organizing an initial staff and designating specific positions to which 
the initial appointment might be made outside of civil-service rosters since the 
Civil Service Commission did not have established rosters based upon examination 
procedures directed to the requirements of those specifically named positions 
The first was issued shortly after the enactment of the Railroad Retirement Act 
to facilitate the recruitment of personnel for the administration of that act and 
the second was issued for the same purpose with respect to the Railroad Unem- 
ployment Insurance Act shortly after the enactment of that act. Under these 
Executive orders Mr. P. F. Murphy was appointed to a position on the Board of 
Review and Appeals in 1936; Mr. LaMotte was appointed Assistant Director of 
the Bureau of Accounts in the same year and Mr. Rooksbery was appointed to a 
position in the Labor Relations Section at approximately the same time; Mr. 
Matscheck was appointed Chief Inspector in 1939. As indicated above each of 
these four employees has attained his present position through promotion after 
demonstration of qualifications in other positions. 

Executive Orders 7342 and 8063, quoted by Mr. Kelly and hereinabove dis- 
cussed are in no sense comparable to schedule C. They did not remove the posi- 
tions from the civil-service system but related only to initial appointments at a 
time when expeditious staffing was a necessity and suitable rosters were not 
available. 

I respectfully submit that the foregoing analysis demonstrates beyond question 
that the efforts of Mr. Kelly to introduce the spoils system into the staffing of 
the Railroad Retirement Board represent the only instance of its kind in the 
history of the Board. 

Very truly yours, 
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: Lester P. ScHOENE. 
Senator LeumMan. The next witness is Mr. Guy F. Fain, grand 
president of the National Association of Retired and Veteran Railway 
Employees, Glendale, Ohio. 
Is Mr. Fain present? 
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STATEMENT OF GUY F. FAIN, GRAND PRESIDENT OF THE NA- 
iF TIONAL ASSOCIATION OF RETIRED AND VETERAN RAILWAY 
EMPLOYEES, GLENDALE, OHIO 
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ti Mr. Farn. Yes, sir. 

iY Senator Leaman. How long will your testimony be? 

) Mr. Fain. Mr. Chairman, I will just file my report as it is, and it 
is almost identical to Mr. Schoene’s arguments. We are in favor of 

F the bill as proposed, with the exception of one thing we feel should be 

; included, and that is the spouse along with the widow. 

! But I will be very happy to submit my statement. I will file my 


report and let it be made a part of the record. 
(The statement referred to follows:) 


STaTEMENT oF Guy F. Fatn, GRAND PRESIDENT, NATIONAL ASSOCIATION OF 
RETIRED AND VETERAN RaAILWAay EMPLOYEES 


Mr. Chairman and members of your committee, my name is Guy F. Fain and 
my home address is Glendale, Ohio. My presence before your committee is that 
offgrand president of the National Association of Retired and Veteran Railway 
Employees, an organization national in scope with units located throughout the 
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United States, and recognized by the standard organizations with which we 
cooperate. 

Our organization is regularly constituted and is governed by a constitution 
and bylaws. The business of this organization is conducted by legally elected 
officers, chosen by delegates from each local unit in regular convention assembled’ 
and it is a nonprofit organization. 

I am appearing before your committee in support of H. R. 4744, S. 1589, and’ 
similar bills. 

When H. R. 356 was before your honorable committee and later became law, 
we were at that time under the impression that H. R. 356 would cover the dual 
benefits of spouses and widows; and, when it was learned that it did not, naturally 
it was a great disappointment to thousands of them. 

When 8. 2930 was discussed and later became law, again we were disappointed’ 
to learn that this bill only provided dual benefits to the wives and widows who 
had paid into the railroad retirement fund. 

In reviewing H. R. 4744, we find again that this bill does not provide for the 
spouses who had paid into social security and who are now deprived of the dual 
benefits. Therefore, we are asking that this bill, as well as S. 1589, which is the 
Senate version of H. R. 4744, be amended to include the spouse also. In our 
opinion, as the bill now stands, it would be rank discrimination against the wives 
to amend the law to include only the widows. 

There are several reasons why the proposed changes should be made: 


(1) It is plain discrimination to pay an individual the maximum allowance who: 


has never qualified under social security benefits and to deny others who, for eco- 
nomic reasons, were compelled to work and did earn social security benefits. 

(2) It has created inequities otherwise, as other Government agencies and 
employees in other industries, no such provisions are made—both are paid. 

(3) Defining dual benefits: We have a group of survivors who were entitled to 


survivors benefits (mostly widows) under the Railroad Retirement Act. These 


annuities were very small and it became necessary for them to seek employment 


to augment their annuities. In so doing they earned social security benefits in’ 


theirown name. When they became eligible for their benefits, railroad retirement 
annuities were deducted from the social security benefits. In some cases the rail- 
road retirement benefits were absorbed entirely. The same condition exists with 


respect to spouses’ benefits. The annuity, or pension, being inadequate, the- 
spouse was forced to obtain work and qualified for social security, and, when she- 


became eligible, old and unable to work, found herself denied the benefits paid for 
and deducted from her spouse’s annuity. 

(4) It causes great uneasiness among the aged, loyal citizens. You give with 
one hand and take away with another, as was done in 1952 and 1954 social security 
amendments. Railroad retirement beneficiaries have been led to believe by the 
Railroad Retirement Board and Congress that granted benefits would not be 
reduced. To do so undermines faith. 


(5) These changes and adjustments create a great deal of unnecessary expense’ 


in administration. 

I would like to draw your attention to the fact that at the present time about 
6,000 survivors, or 95 percent of these are aged widows and 3,500 wives, are 
receiving annuities which are reduced because they are also entitled to old-age 
social-security benefits. In addition, 2,000 survivors’ and 1,000 wives’ annuities 
have been terminated, computed to lump-sum payments, for the same reason: 
(This information was received from the Railroad Retirement Board.) 

In view of the fact that H. R. 356 gave to our male pensioners retroactive pay, 
I feel it would be only fair that our spouses and widows should be given the same 
consideration. 

While bills H. R. 4744 and S. 1589 do not carry any increase for our pensioners 
and may not be discussed at this time; nevertheless, we feel that some considera- 
tion should be given in the near future to an increase in the annuities of our old 
pensioners after the report of the actuaries has been rendered, and if and when 
it does not affect the solvency of our reserve fund. 

In a hearing before the joint committee on August 5, 1952, Railroad Retirement 
Board stated: 

* * * “A system such as the railroad retirement system is not comparable to 
a private insurance company. In the case of the latter, the reserve must always 
be equal to the total of accrued liabilities. This is not necessary, however, and 
is not done with the railroad retirement system, or any other federally administered 
retirement plan, or the large majority of State and municipal systems, under 
which contributions or taxes are compulsory” * * *, (See bottom of p. 2, top 
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of p. 3, joint committee report, Retirement Policies and the Railroad Retirement 
System to which consideration should be given.) 

Thanking you for the privilege of appearing before your committee and giving 
you the sentiments and wishes of our members. It is our prayer that your com- 
mittee will see the justice of amending H. R. 4744 and 8. 1589 to include the 


spouses as well as the widows. 
Senator LenmMan. Thank you, Mr. Fain. 
Are there any other witnesses who wish to be heard? 
If not, I think that concludes the hearing. 
Thank you all for being here. 
(Whereupon, the hearing adjourned at 11:50 a. m.) 





x 














